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A Banker’s Diary 


THERE could be no more striking proof of London’s unimpaired 
financial strength and inflexible will to victory than the excel- 
lent total of over £120,000,000—more than £21 
per head—raised in War Weapons Week. Apart 
from the excellent public response, it is only 
natural, in view of London’s financial pre- 
dominance, that institutional savings should 
play an even larger part in the attainment of the 
statistical goal than in the series of almost 800 local Weapons 
Weeks which have been held in the provinces since the cam- 
paign was inaugurated at Leeds last September. Thus, in the 
City itself tne “Week” received an. excellent send-off with a 
handsome contribution of £5,000,000 from the Prudential 
Assurance and of £750,000 from Imperial Chemical Industries. 
There is no doubt that City traders, such as the members of 
Lioyd’s, the Baltic, and the commodity exchanges, together 
with the great insurance offices, who have already added 
£100,000,000 to their holding of Government securities since 
the war began, all responded magnificently to help in producing 
this excellent showing. 


War Weapons 
Week 
in the City. 


EVEN these bumper contributions from large savings, how- 
ever, would probably need to be supplemented by subscriptions 
from the banks, for which the suspension of 
Treasury deposit borrowing in the last two 
weeks of the month helped prepare the way. 
While bank subscriptions have their counter- 
part as much as any other in genuine public 
saving (for even if an expansion in bank credit 
is of the inflationary kind, the additional deposits still represent 
the savings of their owners), it must be admitted that they 
have only the most indirect connection with the current savings 


The Question 
of Bank 
Subscriptions. 


of any particular area. On the contrary, they provide a means 
of “ bumping up” total subscriptions almost at will, and yet, 
if the credit creation is inflationary, make no real contribution 
to the finance of the war. This is true, as was seen in the 
last war, even if the banks provide finance for subscriptions by 
customers who fail to pay off such advances within a reason- 
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able period. Fortunately, as Lord Kindersley himself has been 
at pains to point out, it would be a great error to suppose that 
the success of a War Weapons Week is to be judged by the 
ainount of money raised during its progress. Bumper figures 
can play a useful part by whipping up local patriotism and 
enforcing that appeal to the imagination which is the main 
function of these special efforts. In the case of London particu- 
larly, the achievement of an impressively large total written in 
nine figures has a special importance as a demonstration to the 
world at large—both friends and enemies—that the efforts of 
the Luftwaffe have failed as completely to impair London's 
financial vitality as to break its fighting spirit. 





CONSIDERED purely as a contribution to war finance, how- 
ever, the value of a War Weapons Week is not to be measured 
in figures. Indeed, these prove not too little 
but too much. In a single week, for example, 


Need for : 
Edinburgh contributed the enormous sum of 

Regular mune. Ace ; 
een over £25 per head of population, Liverpool over 
ee £16, Manchester and Bradford well over £11, 


some smaller towns even more. Amounts 
of this order clearly have little relation to the current 
savings of the people in the week in question. In fact, as 
is well known, they are made possible only by bulk purchases 
of certificates by large firms on behalf of their workpeople, 
to be paid for over a period, and by bank subscriptions, which 
in the last analysis are merely a substitute for finance that 
would otherwise be obtained through the cheaper medium of 
Treasury deposit borrowing. No, it is not the amount sub- 
scribed during the actual week which matters so much as the 
stimulus to the savings habit in general. The underlying object 
and the true test of success, as Lord Kindersley has empha- 
sised, is to stimulate or to inaugurate continuous saving—to 
swell the membership of existing savings groups and raise 
the average contribution, to encourage the formation of still 
more groups and to attract more active helpers to the local 
savings committees. In this object a little occasional pomp 
and pageantry can play a useful part in appealing to the imagi- 
nation ; this also justifies the use of the name “ War Weapons 
Week,” which—if slightly questionable for its implied sugges- 
tion that savings actually increase the output of instruments 
of war—does serve to overcome apathy and lethargy by link- 
ing in the public mind the money contributed with the use to 
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which it will be put. It may reasonably be doubted whether 
more than a fraction of the £250,000,000 raised by the War 
Weapons Weeks outside London represents a net contribution 
towards war finance; but it cannot be questioned that the 
campaign as a whole has done useful work in fostering the 
savings habit. To this work London’s War Weapons Week, 
which was in effect a simultaneous War Weapons Week in no 
less than 62 separate municipalities, provides a fitting climax. 


THE transfer of well over £100,000,000 to the Government in a 
single week naturally cannot be accomplished without some 
slight disturbance to the credit position. In 

preparation for the inflow of subscriptions, how- 

How Transfer ever, the authorities suspended the issue of 
was Treasury deposit receipts altogether. Thus, the 
Accomplished banking system was allowed to retain the full 
benefit of £35,000,000 of maturing receipts, 

whereas formerly the Government had been borrowing 
£10,000,000 of new money weekly in this form. On the other 
hand, in the Week itself, the tender Treasury Bill issue was 
maintained at £75,000,000, or £10,000,000 in excess of 
maturities. This is a point to bear in mind in con- 
sidering the quantitative results of the War Weapons 
Week, since the authorities might easily have reduced 
Treasury bill borrowing also and thus correspondingly 
have inflated the volume of bank subscriptions to the War 
Weapons total. In addition to maturing deposit receipts, of 
course, the banks would also hold a certain volume of maturing 
Treasury bills, and in addition are at liberty to tender deposit 
receipts before maturity in payment for Government loan sub- 
scriptions of their customers, as well as for their own account. 
Thus it is possible even for so enormous a sum to be transferred 
without the need for any pronounced calling in of loans from 
the money market. At times during the Week nevertheless, 
short-term credit became definitely tight, and some special 
buying of bills on the part of the authorities was needed to 
avert a definite stringency. It goes without saying that clear- 
ing bank buying of bills was virtually suspended while the 
Week was in progress so that the discount market had little 
or no outlet for the fairly generous Treasury bill quota of 38 
per cent. secured at the previous week’s tender. The magni- 
tude of this quota was a reflection of the imminence of the 


A BANKERS DIARY 139 


Week, since it was natural that many outside institutions which 
normally tender for Treasury bills should prefer to withhold 
their funds on this occasion for subscription to National War 
Bonds. This tendency is to be seen in the fact that after reach- 
ing yet another fresh record of over £170,000,000 on May 2, 
total applications for bills declined sharply to less than 
£142,000,000 on May 23. 


In spite of the valiant efforts made by the Savings Movement, 
recent subscription figures leave considerable room for im- 
provement if savings are to perform their key 

£20,000,000 role in preventing the emergence of an inflation- 

a Week ary gap. To be sure, there has been an excellent 
Wanted recovery from the Easter slump levels of end- 
April, when the weekly total actually dipped 

below £10 millions at one point. Indeed, the figures for the 
fortnight to May 20 actually exceeded Lord Kindersley’s 
objective of £15 millions announced early this year. If the 
Budget estimate of an expansion of £200/300 millions in savings 
is to be fulfilled, however (and it is an essential condition to 
the Chancellor’s claim to have balanced the Budget) still 
higher levels would seem to be needed. Hitherto the trend has 
certainly been strongly upward. According to the White Paper 
estimates, personal savings rose fourfold between 1938 and 1940 
from £151 millions to £608 millions, with a further increase to 
£720 millions p.a. in the half-year ending in February. This 
rapid rise, however, was associated with a sharply rising 
national income due to the increase in employment, increased 
overtime working and higher wage rates. Between 1938 and 
1940, in fact, personal incomes rose by £763 millions, of which 
only 60 per cent. was absorbed by savings. Now that we are 
substantially at full employment, however, any appreciable 
rise in money income would conflict with the Chancellor’s claim 
to have closed the gap. Indeed, the estimate of the potential 
gap at £500 millions, to be closed by extra taxation and savings, 
is precisely equivalent to saying that personal expenditure 
must fall by £500 millions. The White Paper shows that for 
1940 as a whole net national income amounted to £5,586 
millions, personal incomes to £4,911 millions, personal expendi- 
ture to £4,303 millions, and savings to £608 millions. In the 
final quarter, however, net national income was running at 
the rate of £5,804 millions, which would probably correspond 
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to personal incomes of some £5,200 millions. Since personal 
expenditure was equivalent to £4,480 millions, the rate of sav- 
ings must have been around £720 millions (the figure given for 
the September, 1940-February, 1941 half-year). To fulfil the 
Budget figures, personal incomes must be reduced to £5,050 
millions by higher taxation, while personal expenditure must 
decline by £500 millions to £3,980 millions: It follows that 
savings will need to rise to the order of £1,070 millions, an 
expansion of 75 per cent. as compared wit. 1940 out of incomes 
only 3 per cent higher. Clearly the task of the Savings Move- 
ment must be immeasurably more difficult during the coming 
year than it has been hitherto. Fortunately there are indications 
that the policy of food subsidisation is now achieving results 
in putting a stop to the rise in the cost of living. Thus, from its 
December peak of 173 the Ministry of Labour index for food 
alone has actually receded by 3 points to 170, and although 
the general cost of living index has risen further from 195 to 
an April high of 198, the greater part of this movement can 
be explained by the introduction of the purchase tax. It now 
remains to be seen whether the Government as a whole is in 
earnest about the Chancellor’s declared intention of stabilising 
wage rates at their April level (i-e., 19 per cent. above pre- 
war), and if so whether it will be able to enforce its views. 


FURTHER evidence of Canada’s unreserved co-operation with 
this country in financial matters has been given in the speech 
by Mr. Ilsley, the Canadian Finance Minister, 
who pointed out that although in the year to 


Canada’s 
Financial Help March 31 Canada had an adverse balance with 
for U.K the United States of $478,000,000, only 


$250,000,000 of the United Kingdom deficit with 
Canada had been met by the transfer of gold 
Of a total deficit of $795,000,000, $337,000,000 was covered by 
the repatriation of the Dominion’s sterling debt and $208,000,000 
by the accumulation of sterling balances. What is more 
important, Mr. Ilsley was able to state that no transfers of 
gold at all had been made during the first four months of 
the year, and that Canada had pledged herself to fi. 

bulk of the British purchases in Canada this year, estimated 
at $1,500,000,000. (The Treasury’s estimate of sterling area 
transactions in 1941, it will be recalled, envisaged a balance of 
$620,000,000 payable to Canada in gold.) In extending this 
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co-operation, Canada will have been helped by the arrange- 
ment concluded with the United States towards the end of 
April under which the United States and Canada will recipro- 
cally provide each other with the defence articles which each 
is best able to produce and to produce most quickly. It is ex- 
pected that during the next twelve months Canada may supply 
the United States with $200,000,000-$300,000,000 of such defence 
articles. While the helpful attitude of the Canadian Govern- 
ment seems compl: .ely to have solved the question of this 
country’s payment for current purchases from and through 
Canada, a question which must ultimately arise is the availa- 
bility of Canada’s dollar reserves for the settlement of sterling- 
area purchases from the United States. The enormous extent 
to which the United Kingdom dollar problem has been eased 
by the Lease-Lend Plan can be seen from the fact that supply 
expenditure in the current financial year has averaged only 
£70,000,000 per week, as compared with £95,000,000 in the Janu- 
ary-March quarter. Nevertheless, there are various indica- 
tions that our dollar problem is still regarded as an urgent 
one. This month has seen a further call-up of dollar securi- 
ties on a large scale, while following the sale of Courtauld’s 
subsidiary a deal has been announced in respect of the British 
American Tobacco Company’s interests in America. On this 
occasion, however, the outright sale of the British interest was 
avoided by a Reconstruction Finance loan for $40,000,000, of 
which $25,000,000 will be relent to the parent company, thus 
becoming available to the U.K. exchange control. In this par- 
ticular instance there was the special consideration that the 
B.A.T. buy American tobacco through this subsidiary com- 
pany, and there would have been no advantage to the United 
States through its acquisition, but the transaction suggests 
that the outright liquidation of other direct investments may 
be avoided. 


THE rising tempo of arms output in the United States is already 
having a n.urked influence on the credit position. After a long 

Arms period of credit stagnation bank loans are now 
rising faster than in either of the two pre-war 


ye 9 periods of expansion, 1936-37 and 1939. Since 
U.S. Credit the defence programme actually got under way 
‘ee in August last the increase in member-bank 


loans has amounted to close on $1,000 millions, 
B 
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or 20 per cent., though part of this additional credit has gone 
to finance a general expansion in business and not direct 
defence production. Up to the present American arms pro- 
ducers have been able to obtain from their own banking con- 
nections most of the credit they require. Machinery has already 
been instituted, however, to enable producers to supplement 
this accommodation by credit through other channels. To this 
end each Reserve Bank and branch has appointed a “ Federal 
Reserve Contract Officer,” one of whose functions is to arrange 
contacts for prospective borrowers with other lending agencies, 
including the Federal Reserve Banks and the Reconstruction 
Finance Corporation. In addition, the Defence Contract Ser- 
vice will help-to bring together main contractors and suitable 
sub-contractors, will inform individual firms of the kind of 
supplies the Government needs, and will advise on the finan- 
cial problems arising out of defence production, such as the 
assignment of claims, the interpretation of contracts 
and the technicalities of submitting bids. In addition, 
it will be remembered that lending for defence purposes 
was facilitated last November by the development of the 
Emergency Plant Facilities Contract and by the passage of the 
Assignment of Claims Act, which permits borrowing on the 
security of Government contracts. Even at this early stage, 
therefore, effective action is being taken to see that expanding 
arms producers are not handicapped, as some of them undoubt- 
edly were in this country at the beginning of the war, for lack 
of finance. In addition, it is interesting to note that the Federal 
Reserve Board has already taken the first step in the direction 
of the qualitative control of credit by announcing that it is 
prepared—given authority from Congress—to curb instalment 
selling of motor cars and other consumer goods in order to 
prevent inflation and conserve industrial resources. 


NOTWITHSTANDING the expansion in their advances, the United 
States banks continue to increase their holdings of Government 
securities, which have shot up by a further $9 
millions in the first quarter of this year after 
— a rise of $1,350 millions in 1940. This expansion 

. in earning assets, together with a marked in- 

in Sight? crease in currency in circulation, has finally 
checked the growth of excess reserves which at 

$5,710 millions on May 8 actually showed a decline of $420 


es 7 
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millions on the year, even though reserve deposits had risen by 
$563 millions to $13,440 millions. This taking up of some of 
the slack in the banking system is the more noteworthy in view 
of the record influx of gold during 1940, gross imports amount- 
ing to $4,749 millions and net imports (allowing for ear-mark- 
ings as well as for exports) to $4,099 millions. To the extent 
of $1,319 millions the gold influx had its counterpart in a 
favourable balance of payments on current account. The 
recorded inflow of capital amounted only to $1,403 millions, 
the balance of as much as $1,432 millions representing chiefly 
unrecorded capital transactions. A feature of the 1940 balance 
of payments figures is a new credit item of $720 millions in 
respect of defence payments and capital assistance by the 
British Government. In recent weeks, however, the gold in- 
flow has slowed down very considerably, and indeed the 
Department of Commerce points out that huge gold move- 
ments, such as have occurred since the autumn of 1938, can 
hardly continue. For several years shipments to America have 
been greatly in excess of production, and many of the principal 
gold stocks have already been transferred for the most part to 
the United States. Hence, it is concluded that the 1940 influx 
will “set a record for international gold shipments that will 
last for a very long time.” 


WHEN the system of registered and special accounts was insti- 
tuted last July, it was believed that transactions in free sterling 
would gradually disappear entirely. Up to the 
Central Present this has been far from the case, largely 
because holders of free sterling balances have 

American b 
een allowed to transfer these not only to other 
Accounts nationals of the same country, but also to 
nationals of the still fairly considerable group of 
countries outside the sterling and dollar areas with which we 
still have no special account arrangement. Hence it has been 
possible for importers in these latter countries to pay for goods 
purchased from this country with free sterling acquired cheaply 
in centres such as Shanghai. This month, however, a further 
nail has been driven into the coffin of free sterling by the insti- 
tution of “ Central American accounts ” for a group of twelve 
Central American countries (namely, Costa Rica, Cuba, Domini- 
can Republic, Ecuador, Guatemala, Haiti, Honduras, Mexico, 
Nicaragua, Panama, Salvador and Venezuela). In future, ex- 


porters in these countries will be paid by sterling credited to 
B2 
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a Central American account, which will be used to pay for 
British exports to these countries. An interesting point is that 
under this arrangement the twelve Central American countries 
are treated as a whole, so that sterling may be transferred 
between the Centrai American accounts of nationals of different 
countries in the group. In other words, this is the first depar- 
ture from pure bilateralism in exchange control. Of the twelve 
countries concerned, the most important is, of course, Mexico, 
whose purchases from this country have recently been increas- 
ing rapidly. Hitherto these exports have been paid for largely 
in free sterling and the proceeds have not necessarily been used 
in payment for British imports in Mexico. Consequently it was 
thought in some quarters that this rapid expansion in the 
demand for British goods may have had as its object a type of 
exchange speculation rather than genuine trade. 


NOTWITHSTANDING the preparatory measures taken through the 
suspension of Treasury deposit borrowing, it will be seen from 
the following table that the transfer of the War 

Fiduciary Weapons subscriptions imposed a fairly heavy 
Issue strain on actual bank cash. Thus in the week 
Raised to May 21 public deposits shot up by more than 
£25,000,000, with a correspondingly abrupt 

decline in bankers’ deposits to the uncomfort- 

ably low figure of £96.6 millions. At the beginning of May, 
by way of contrast, bankers’ balances had been raised to the 
exceptionally high figure of £131.7 millions as a result of Ways 
and Means borrowing over the turn of the month. The result- 
ing expansion in the credit base is, however, disguised by the 
changes associated with the expected increase of £50,000,000 
in the fiduciary issue to £680,000,000, which was announced on 
April 30. In itself, of course, this operation has no effect 
on the credit base, representing merely an exchange of notes 
for securities between the Issue and Banking Departments. 
Whereas the Reserve was increased by almost the full amount 
of the rise in the fiduciary issue, however (there was a further 
small rise in the note circulation during the week), the total 
securities holding of the Banking Department declined by only 
£27.5 millions, indicating an expansion of £21.8 millions in the 
credit base. Throughout the month the note circulation has 
continued to reach fresh high records. The previous peak of 
£616.9 millions in December last was already passed in the 


—— 
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first half of April, and thereafter the circulation reached fresh 
record levels for no less than seven weeks in succession, stand- 
ing at £629,713,000 on May 21. During May, however, the 
movement was purely seasonal, the net expansion being only 
very slightly greater than in the corresponding period of 1940. 


ANALYSIS OF BANK RETURNS 


(£ millions) 


Discounts 

Note and Total Bankers’ 

Circulation Reserve Advances Securities Deposits 
TE DD nasties cesas 622.5 9.1 38.2 189.5 112.5 
eee: 623.4 58.3 28.3 162.0 131.8 
|  Seaeerree 626.0 55.9 19.4 141.6 113.6 
| ee 629.4 52.5 13:3 147.3 115.5 
eee 629.7 52.2 12.6 153.7 96.6 
ere 629.5 52.3 11.4 160.8 110.9 


CLEARING bank credit, as was to be expected, showed a further 
sharp expansion in April. Allowing for a slight decline in items 
, in transit, deposits show a true increase of £71 
Earning millions to a new peak of £2,828.6 millions, as 
Assets = compared with the previous high of £2,800.0 
Ratio millions in December. The main counterpart of 
Falling this movement, as will be seen from the table 
below, was a jump of as much as £87.0 millions 

in Treasury deposit receipt holdings to £461.0 millions. 


CLEARING BANK RETURNS 
(£ millions.) 


April, Change on Change on 
1941 Month Year 
PIII cu hidacnncetuescasegcvies 28286 ...s:. +643  ...... +474.6 
NING cindnvotisssndcksaresuaniases yt re HIG  sccsee + 44.5 
Ce IE sds ccecsiiscsecnsccs oo ee BE scenes — 16.0 
TIE, i deiasnsctxarsaananes i ae a ee — 150.6 
Treasury deposits ......... OE kicacs i ae +461.0 
| eee oS ae Sh Tere +202.1 
PI ivcvcdoccciksscsscvncs ss ee —24.4 2... — 99.7 
PCCCDTATICOB onc cccccicccccccsss ! Brrrrs ee — 14.9 
% % % 
Cash to Geposite § .....600<6.: TORS sisses O24 oui, — 0.24 


Rather surprisingly, the expansion in investments—which 
had already slowed down considerably in March—was actually 
slightly reversed in April, notwithstanding an exceptionally 
sharp fall of £24.4 millions in advances to £883.7 millions, the 
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lowest figure since January, 1937. Hence the most significant 
feature of the April figures is the further decline in the ratio 
of the main earning assets, which the banks traditionally seek 
to maintain at some 70 per cent. of deposits in order to earn a 
reasonable profit. Although the combined total of advances 
and investments has risen by over £100 millions during the 
past twelve months, deposits have meanwhile shot up by £475 
millions. Consequently the earning assets ratio has declined 
from 68 per cent. to the remarkably low figure of 60 per cent. 
(or even less in the case of some individual banks). The 
exponents of “ costless credit,” of course, would argue that it 
is the absolute volume of assets and not their ratio to deposits 
which matters. As has been pointed out in these columns, 
however, additional deposits entail additional costs either in 
handling an increased volume of cheque business or because 
the expansion in bank credit is associated with an inflationary 
rise in prices and therefore in bank costs. Possibly the slight 
decline-in investments during April was to prepare the way 
for bumper subscriptions to the War Weapons Week, but in 
any case there must from now on be an increasingly strong 
tendency for the banks to convert Treasury deposits into longer- 
term securities, or alternatively for investments to rise suffi- 
ciently fast to restrict the need for Treasury deposit borrowing, 
which amounts to the same thing. 


As an earnest of their desire to provide customers with the 
maximum facilities under difficult conditions, the banks have 
this month decided to remain open for an extra 

Banking half-hour until 2.30 p.m. until the end of Sep- 
tember, even though enquiries have shown that 
there is no strong demand from the public for 
an extension of banking hours. This move was 
made possible largely by the combination of 
super-summertime with an improvement in the postal services 
that will permit of the later posting of cheque clearings within 
the London area, which gives rise to so large a proportion of the 
country’s total cheque turnover. In the interests of the cus- 
tomers themselves, as the banks’ announcement points out, the 
later closing would have served little purpose but for this possi- 
bility of later posting, since failure to catch the post with the 
clearing would be the worst possible service to render to the 
public. In deciding to keep open later, the banks have also had 
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to take into account the prospect of a severe depletion of their 
staff by the military call-up, first in mid-July, then at the be- 
ginning of October and possibly to a still further extent at the 
end of February next. For this reason, and because of the early 
black-out in winter, it will be necessary at any rate in London 
and other large towns, to return at the end of September to the 
earlier closing in force last winter. One factor alone would 
prevent any restoration of peacetime business hours: namely, 
the necessity of preparing each night duplicate records which 
embody the last transaction put across the counter, and to 
despatch these duplicates for safe-keeping elsewhere the same 
night. 





Bank Charges and Branch Costing 
By A. V. Barber 


EFORE the war the Government policy of floating debt 
B finance on the basis of cheap money increased the 
deposits of the banks while reducing the rate of earn- 

ings on their enhanced resources. Successful maintenance of 
this policy under war conditions now falls more heavily upon 
the banks when faced with such outgoings as A.R.P., allow- 
ances to employees serving with H.M. Forces, duplication of 
records and costs of decentralisation. In addition a larger 
proportion of total deposits are now of an active nature, for 
bank balances are now inflated by new incomes which are 
drawn upon freely and consequently at higher book-keeping 
cost for every pound of bank deposits. Since the banks’ 
revenues from interest, discounts, acceptances, commissions, 
etc., are reduced, rising expenses will compel them to make 
more adequate bank charges than hitherto to meet the higher 
cost of banking services. It is important that this should be 
done without alienating public goodwill. Indeed, the dis- 
covery of a simple method of determining the cost of running 
individual accounts and of ensuring uniformity of service 
charges might well be described as “the best form of public 
relations effort the banks might put forth,” in the words of an 
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American writer recently quoted in the New York Banker’s 
Magazine. 

There is a marked difference in the banking conditions of 
various offices; of this the Branch Control departments of 
British joint-stock banks must be fully aware. While each 
bank displays as a whole an assets structure with a conven- 
tional proportion of higher earning assets and an almost uni- 
form ratio of Advances or Investments, its separate compo- 
nents must—and in fact always do—present internally very 
varied showings. One branch will be situated in a district in 
which the need for approved advances is great in proportion 
to opportunities for obtaining more deposits. Another may 
be favourably placed for obtaining increased, though possibly 
small and active, deposits, while having scant opportunity for 
making advances, the high earnings on which help to defray 
higher service costs. 

Upon a technical point of branch banking, can it be taken 
for granted that every Head Office is alive to the fallacy of 
assessing the profitability of its various branches solely 
through the spectacles of normal joint-stock bank costing 
accountancy? On the latter basis, a branch with an abnor- 
mally large share of high earning assets appears more profit- 
ably run, and ipso facto, than one whose resources, though 
maintained or increasing, imply greater service expense. If 
costing is based on the average value of money to the bank, 
as determined by the normal assets structure, the deposit- 
winning branches may show scant profit or even an apparent 
loss, even though as separate units they would safely be able 
to invest a large proportion of their total assets in high-yield- 
ing securites and thus show satisfactory profits. A fair basis 
for computation of the cost of running a given account or of 
ascertaining what balance the customer should maintain in 
order to defray working costs at a specified branch could never 
be evolved on lines which assess the value of branch deposits 
according to the varying extent to which each happens to be 
able to employ them locally (or, alternatively, makes them 
available for employment at the relatively low rates allowed 
by Head Office). To insulate each branch in order to assess 
bank charges on the basis of an appropriate unit cost would 
thus lead to absurd disparities. The customer of a branch 
rendering a high proportion of services in relation to revenue 
(as costed when a large proportion of its assets are employed 
at Head Office) would be paying dearly as compared with the 
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customer whose account is kept at a branch in which a bigger 
proportion of high-yielding assets helps to offset service costs. 

But accountancy which discriminates against branches 
with a high liquidity ratio is not the only obstacle to be over- 
come in the search for a fair basis for bank charges. Another, 
which works to some extent in a contrary direction, is the 
difference in the conditions of the larger or comparatively 
saturated office and the small one in course of development. 
We will assume that both offices show high expense ratios in 
relation both to their deposits and gross revenue because ser- 
vice activities predominate and advances are normal or small. 
Unless due allowance is made for the blind process of rule-of- 
thumb accountancy, both may thus make a poor showing upon 
costing, notwithstanding high activity and progress. Now in 
the case of the “saturated” branch handling a large number 
of cheques each day, the unit cost of clearing will be lower 
than in the smaller office with comparatively few drawings. 
It is thus evident that a fair assessment of service charges can 
be arrived at only by a combination of the costing results, if 
not of all, then of a sufficient number of representative 
offices of joint-stock banks. These results, moreover, must be 
kept up to date to provide for altered conditions, such as the 
trend of the value of money and expenses. 

In banking, as in any other industry, the main difficulty 
in assessing the actual cost of an individual transaction is, of 
course, the question of the distribution of overhead charges. 
Wartime pressure is unfavourable to the development of cost- 
ing processes, but it is probable that there are available among 
the records of the banks the data obtained by the Controller’s 
Section in a given year, such as 1938, of the costing of indivi- 
dual accounts. These would reveal costed units that might be 
applied to bank charges generally, although the unit cost may 
vary according to methods of assessment. Calculations may be 
either X pence per credit item in conjunction with Y pence per 
debit item, or alternatively Z pence per debit item only, in 
which case no separate costing is applied to the credit item. 
The debit item, or Z, which is probably the most convenient 
unit, is thus “ weighted ” with the cost of credits or out-clearing; 
otherwise the only variation would be in the extent to which 
specific services are amenable to separate charges. In this 
respect, practice is probably uniform. 

A share of commission to branches upon stock and share 
or insurance business is generally received by the departments 
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of offices doing considerable business of this kind. Executor 
and Trustee Departments make scale charges to cover costs. 
Overheads, such as stationery and postage, are generally 
treated in practice as a load upon the unit rather than items 
for specific charges. The same applies to services output, such 
as correspondence and interviews, both of which functions 
absorb a considerable salary outlay. Other facilities, too, such 
as safe custody services and the execution of periodical pay- 
ments or special instructions, are not at present charged for 
separately, though if banking policy so dictated it would be 
feasible as a matter of accountancy to apply specific charges. 

Some years ago the G.P.O. assessed the cost of each savings 
bank transaction as 8d. Tentative estimates might be made, 
allowing both for higher costs at the present time and the 
added load of the additional services which are rendered by the 
joint-stock banks, which would necessarily raise the transac- 
tion cost above this figure. If debit items in the bank’s ledgers 
amount to from 60 per cent. to 70 per cent. of total banking 
transactions, the comparable cost to a deposit bank for each 
cheque drawn upon it would be from 11d. to 1s. 1d., plus prob- 
ably something between 2d. and 3d. to cover additional service 
costs not incurred by a savings bank. Excluding these added 
services, on the other hand, 8d. might well be found, even at 
the present time, more than sufficient to cover the clearing and 
ledger costs of each banking transaction—debit and credit— 
having regard to mechanisation and the improvement in 
methods generally in the few years previous to the war. If 
transactions in relation to costs work out at a higher ratio in 
the case of the joint-stock banks owing to drawings by cheque, 
the unit cost of a bank should be less than that of a savings 
bank. The denominator for the banks in the calculation is 
higher, as the assumption is that the numerator (net cost) is 
not proportionately larger. 

For the purpose of bank charges it seems better to treat all 
cheques (or in-clearing items) as a unit, that is, that the total 
of these alone should form the denominator of the calculation. 
The cost of out-clearing or credits is thus loaded on to the 
numerator so that cheques received and cleared are not speci- 
fically charged for. This method is both easier to apply and 
also more satisfactory when it is remembered that a number 
of credit items are frequently paid in together and the work 
involved upon each therefore depends upon the amount of 
clearing occasioned by each lodgment. ‘Consequently the 
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expense of dealing with credit items varies more than that 
applicable to each in-clearing item. 

Once the cost of each account is ascertained, there remains 
the question of the appropriate deduction in respect of the 
value of the running credit balance in the accounting period 
(and, of course, the addition of the interest on any overdraft 
which has occurred within it). Since the bank is liable on 
demand for the free balance standing to the customer’s credit, 
call rates are logically appropriate. At the present time 3} per 
cent. is all that can be earned by money on deposit at seven 
days’ notice. If the banks take into account the fact that an 
aggregate of small balances is better money than the same 
amount composed of large balances, however, they could 
probably afford to allow a higher rate in the calculation, such 
as 1 per cent. or even more, on a small drawing account at the 
present time. The small depositor, while paying for the 
services rendered to him, should be enabled to regard his “ free 
balance” as in the nature of a savings account. If his demands 
upon the bank services, such as correspondence, special instruc- 
tions, standing orders, etc., are modest and are confined mostly 
to clearing facilities, the computed unit charge may well be 
fixed at a minimum, even as low as 6d. per debit item when the 
number of cheques drawn is not excessive, and the mainten- 
ance of a minimum balance should not be without its reward. 
Cheques drawn in excess of the number so covered by the com- 
puted value of the minimum and average balances would be 
charged for at the general costed rate. 

The practical application of costing on these lines may 
happily be reduced to a simple and workable formula ; but it 
is essential to take into account the higher value of resources 
provided by a large number of small customers. Bank account- 
ancy should apply this factor in branch costing and the central 
control of each bank should adapt it scientifically to the assets 
structure of their bank as a whole. From an economic stand- 
point, the national interest would be served by a well- 
advertised system which discouraged transactional velocity and 
offered encouragement to bank deposit saving. 
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Unit Costs or Marginal Costs ? 
By H. C. F. Holgate 


OME years ago I read of an accountant who was ordered 
S to report on the business management of a colliery. He 
found (so it is said) that the output of coal showed a 
profit, offset to some extent by a loss on the slack. His recom- 
mendation was that the mine should cease to produce the 
slack! In much the same way it would be an absurdity to 
suggest that banks to-day should refuse to collect cheques on 
the ground that the process showed a loss. It is no false analogy 
to say that just as a coal mine will produce, willy-nilly, 
slack as well as coal, so a bank, whether it likes it or not, will 
have to provide a clearing system of some kind. 

If that be as true as it sounds, then why bother about unit 
costs? The answer is, clearly, that we require to know the cost 
if we are to recoup the expense to which our customers put 
us when giving us this work to do. Out of this arises two con- 
siderations: (1) we should not get many banking accounts if 
we refused to collect cheques at all, and (2) we can never, in 
practice, find the unit cost with any claim to accuracy. 

To deal with this second point first of all, let us suppose costs 
in a certain bank are as follows: 


No. of Total No. of Total Cost of Unit 
Accounts. Collections. Collections. Cost. 
2,000,000 80,000,000 £2,000,000 6 pence 


Would it be valid to estimate the unit cost as remaining 
stationary at 6d. if either (a) an increase or (b) a decrease in 
the number of items collected took place; or even if (c) a 
smaller or (d) a larger number of accounts were involved. For 
example. 


No. of Total No. of Total Cost of Unit 
Accounts. Collections. Collections. Cost. 
(a) 2,000,000 100,000,000 
(b) 2,000,000 60,000,000 . ‘ 
(c) 1,500,000 80,000,000 . 
(d) 2,500,000 80,000,000 


Let us ask ourselves whether we would care to make fore- 
casts as to how the last two columns should be completed, and 
on what basis we would justify our forecasts. One thing seems 
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fairly obvious; there are few who would be ready to assert that 
unit costs would remain unchanged in the face of large varia- 
tions in the number of accounts or their rate of turnover, or a 
combination of the two. Indeed, it would be contrary to all 
experience if any cost equation were a linear function, except 
over a very narrow range of variations. Hence, a knowledge 
of ascertained unit costs in the past does not help us to forecast 
the result of any projected change in our constituent parts. 
An inquiry to establish the expense of collection is accordingly 
of value only to the extent that conditions are expected to 
remain static. 

This is hardly a very promising start for any business con- 
cern, but it obviously does not dispose of the question. We have 
for years been keeping banking accounts for persons who have 
made full use of our services, and we have had no exact data by 
which we could tell whether their accounts were worth keep- 
ing. True, we have made a profit; but is there not a chance 
that some accounts always operated at a loss to us, disguised 
by the fact that other accounts more than made up this loss? 
Even if our cost accounting is not all that it should be, more- 
over, there is some value in having an approximate idea of the 
costs: for by weighting even an erroneous figure we can com- 
pare one account with another and so, in a rough-and-ready 
way, classify them as (1) profitable, (2) unprofitable, and (3) 
doubtful cases. 

If the bank accountant is satisfied with this second objective 
—the comparison of the good with the bad or the not-so-good— 
there is something to be said for unit costs. But all this is, to 
my mind, a red herring which distracts attention from the real 
point at issue. The fact of the matter is that one has only to 
establish a cost figure for work done over a period of time for 
that figure to gain general acceptance as the expense of each 
similar operation, and an examination of most printed views 
on bank charges confirms that the estimated (often hypotheti- 
cal) unit cost dominates the minds of bank accountants who 
contribute their thoughts to the discussion. 

This brings us back to our second paragraph, where we 
remarked that we could not hope to open any banking 
accounts unless we were prepared to collect cheques and simi- 
lar instruments. We find the collection mechanism installed 
as a matter of course. Certain fixed costs are incurred (the 
“oncosts ” of unit costing) and these will not vary in propor- 
tion to the number of items handled. One item alone—rent 
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of floor-space used by the “ remittance ” clerks—invalidates the 
immutability of costing per unit, and we need not travel further 
than this along the road of uncertainties endemic in all calcu- 
lations of wear and tear of machines, and so on. There are 
whole libraries of controversy on these matters. The common- 
sense of the present situation is that we must do certain jobs 
of work for our customers, and for the most part we shall never 
know exactly the cost of these services. 

We need not despair about this because the plain fact of the 
matter is that these cost figures have very little value for us. 
What we want to know in practice is what would be the cost 
of enlarging or reducing the facilities we give? We should not, 
for example, argue that we cannot afford to provide a banking 
service for a new set of prospective customers because the unit 
cost without their work is such-and-such a figure. What we 
want to know is how much additional cost will be incurred if 
we go ahead with our plans. Surely this is fundamental. 
Alternatively, if we think that there are customers who are 
not paying their way, and we decide to discontinue their 
accounts unless they make us a suitable additional payment 
for our services, we must classify them in such a way as to 
give us certain data; assuming we did not do their work, how 
much better off should we be in reduced staff and other costs? 
It is that calculation which will give us the only valid basis 
for applying bank charges. 

The inquiry for unit costs proceeds by way of an out-and-out 
reconsideration of all expenses connected with each process, 
the whole of the cost accounting being finally reconciled with 
the financial accounting through the Profit and Loss account. 
Such an inquiry is needlessly expensive and achieves little. 
The only sane cost inquiry for banking processes (and there are 
many other businesses that might be included in the same 
category) will surely be that which seeks to find the costs per 
added or subtracted unit. Such a task is based on an important 
piece of realism—that the existing mechanism is for the most 
part unalterable. 

Strange as it may seem, this war has given us an oppor- 
tunity to study the problem in a practical manner. If we wished 
to do so we could close a branch (perhaps the Luftwaffe may 
have already done this) and transfer carefully selected func- 
tions of that branch to another office. By adding a new set of 
remittances to the existing “ waste-book” section we would 
be able to observe how far additional help was needed to deal 
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with these collections, and how much supervision over the 
normal was called for. The results spread over a number of 
such cases would at Teast provide us with enough data to be 
self-checking and reasonably reliable. 

Again, where there is real danger of constant air-raids the 
book-keeping for a few branches might be centralised and, in 
passing, give us that measure of control over expenses which 
is essential if we are not to feel uneasy over our costings. In 
some country towns where business firms have migrated from 
London or the large cities, the additional loads of work have 
already been recognised as requiring more staff and appliances. 
These give us fine material for an inquiry as to “ cost of added 
work.” To repeat, the calculations available from several 
branches must indicate the basis upon which new business can 
be profitably sought. To my mind, the “added item” cost is 
the only form of unit costing that has any validity or practical 


value. 


Banking and Currency War in the 
Far East 


By Paul Bareau 


ANKING in the Far East has always called for the flair, 
initiative, and courage of the merchant adventurer 


rather than for the soberer characteristics that we have 

come to associate with the banker in the West. The risks have, 
in the past, been greater, but this has been more than offset 
by the richness of the prizes. The same holds true to-day. 
Though the difficulties which the great British banks operating 
in the Far East are now being called upon to face seem crush- 
ingly oppressive, they manage year by year to produce results 
which to the outside observer appear little short of miraculous. 
The explanation of this phenomenon is in large part to be 
found in the diversity of their interest and the geographical 
dispersion of their risks. Admittedly the handicaps under 
which they have had to work in Japan have become increasingly 
onerous. That is also true of the Northern Provinces in China 
and, indeed, wherever the Japanese “open door” policy has 
asserted itself. In China proper difficulties have been increas- 
ing, but, once again, the resistance of the economic life of the 
nation to war and its accompanying monetary disorganisation 
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has proved amazingly tenacious and successful. For these diffi- 
culties, moreover, there have been compensations in the 
prosperity of such countries as the Malay States and the East 
Indies, where these banks are represented and in the finance 
of whose trade they play an important part. India has con- 
tinued to provide a most fruitful field of activity for all Far 
Eastern banks, while those institutions which are represented 
in Manila have probably drawn reasonable profits from the 
trade of the Philippine Islands. 

Japan has undoubtedly proved the stoniest ground which 
British Far Eastern banks have endeavoured to cultivate in 
recent years. Their problem in that country is essentially poli- 
tical, and for that reason has proved completely beyond the 
powers of solution of the banks themselves. There is no doubt 
that the Japanese authorities are bent upon freezing all foreign 
enterprise out of Japan as well as of those parts of the main- 
land of Asia which are falling under their control. The pres- 
sure on foreign banks in Japan is, in the main, being exerted 
through the exchange control in that country. Foreign ex- 
change operations are the very breath of life to the type of 
business transacted by the British banks in Japan. Under the 
existing control of exchanges in that country, banks are given 
certain limits within which they may operate in the foreign 
exchange market. By making these limits small and rigid 
enough, the staple business of the foreign banks can be effec- 
tively throttled. This is, in fact, being done not only to British 
but to American banks represented in Japan. 

The problem facing the British institutions in that country 
has been further complicated by the control of sterling 
exchange since the beginning of the war. That complication 
need not have been serious had it been possible to draw Japan 
within the circle of countries with which Payments agreements 
operated through Special accounts have been negotiated. That 
it has not been possible to do so has been due entirely to politi- 
cal obstacles and not to reasons of commercial convenience 
advanced by either party. In Japan, therefore, the business of 
British banks has been crushed between the stones of the two 
exchange controls. In any case the trade between Japan and 
the sterling area has dwindled considerably. The shortage of 
raw materials has cut deeply into the exports of Japanese 
manufactured goods. There remains an appreciable trade in 
wool and other primary produce between the sterling area and 
Japan, but this being increasingly handled by the appropriate 
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Ministries in London and some of the traditional methods of 
financing such trade have, for the time being, been abandoned. 

Most of the difficulties experienced by foreign banks in 
Japan are reproduced in Manchukuo and the Northern Pro- 
vinces of China where Japanese control is now more or less 
undisputed. To the straightforward handicaps introduced 
through the operation of the yen and Central Reserve Bank 
yuan control, there have been added sundry discouragements 
which the Japanese and their Chinese puppet authorities have 
ingeniously contrived. These range from official encourage- 
ment of smuggling in favour of Japanese merchants and their 
agents, to open gangsterism in suppressing the activities of 
traders whose business would in the normal course be financed 
by British and American banks. In these areas the “open 
door ” for foreign interests has had the notice “ exit only ” very 
clearly marked over it. 

In China proper the political and military confusion has 
gone hand in hand with the economic dislocation attendant on 
a vast currency war. The past year has seen many attempts 
by the Japanese authorities to oust the currency of the Chung- 
king Government from circulation in the areas which they 
occupy. There have been a number of phases in this currency 
battle. From the moment of their first invasion of China the 
Japanese army began to use its own yen currency. The mili- 
tary yen has thus been a factor in the Chinese currency position 
for the past few years. It has never, however, acquired the 
slightest importance in the trade of the country. It has had 
purely local, forced circulation, providing—on a pattern since 
made more popular by Germany—the means of “ paying” for 
goods requisitioned from the invaded territories. These notes 
do not appear among those issued by the Bank of Japan. They 
are military I.0.U.’s of the most precarious character. 

The invader’s currency in the Northern Provinces is the 
yuan (or dollar) issued by the local Reserve Bank. This cur- 
rency is nominally tied to the yen, and it must be admitted 
that in these provinces, where Japanese control is more effec- 
tive than in any other part of China, it has spread into fairly 
wide circulation. The cause for surprise is not that this should 
be so, but that in these parts of China where the authority of 
the Chungking Government has virtually disappeared for the 
time being, the currency of that Government should still com- 
mand the loyalty and confidence of a large part of the popula- 
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In the Yangtse basin the first puppet currency was the 
Huahsing dollar issued by Huahsing Commercial Bank, an in- 
stitution established at Nanking under Japanese auspices. This 
never met with more than negligible success, and after a few 
months the notes, which also had been tied to the exchange 
value of the yen, were withdrawn. Its place has now been 
taken by the notes of the Central Reserve Bank, which was 
established in Nanking last January. This bank soon opened 
an office in Shanghai, and the notes it issued received all the 
support which the Japanese authorities could bring to bear in 
their favour. At first the compliment was paid to the Chung- 
king Government’s yuan of quoting the new usurping notes at 
parity with it. But when the Chungking yuan began its latest 
phase of depreciation that link was severed, and recently the 
Central Reserve Bank’s notes have commanded a premium on 
the Chungking notes. The latter, nevertheless, remain by far 
the most important element in the domestic currency of China. 
Their fight for survival is largely aided by the tenuous and 
exiguous nature of the Japanese hold on China. Over the 
greater part of the country no other currency than that of the 
legitimate Government has ever been seen. Even in the ports 
occupied by Japan and in the International Settlement of 
Shanghai, the Chungking Government’s currency is still pre- 
dominant—though in parts its predominance is being seriously 
challenged. 

The rate of exchange which the yuan commands must, in a 
country which is as “exchange conscious” as China, help to 
determine its powers of resistance against the encroaching cur- 
rency. China began the war with Japan with little in the way 
of foreign exchange reserves. Some reserve was built up by 
the demonetisation of silver and large sales of the metal both 
in the United States and in the London market. But these 
reserves have been persistently encroached upon first by the 
necessity for making abnormal imports of war materials, 
secondly, by the fact that with increasing Japanese control of 
the ports, a steadily dwindling portion of the foreign exchange 
proceeds of Chinese export trade has, in fact, found its way 
into the reserves of the Chungking Government banks. For 
these reasons, the Chungking currency has had to receive con- 
siderable external support. This has been given in full measure 
by the United States and Great Britain. Britain set the ball 
rolling with a credit of £5,000,000 contributed in 1929 by two 
British banks operating in the Far East, which in this opera- 
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tion were safeguarded by a British Treasury guarantee. With a 
further £5,000,000 contributed by Chinese banks, a Stabilisa- 
tion Fund was set up under the guidance of a committee whose 
function it was to prevent excessive day-to-day fluctuations in 
the exchange value of the Government yuan. Apart from a 
further £5,000,000 credit made available last December to 
finance Chinese purchases from the sterling area, the British 
Treasury at the end of last April undertook to place a further 
£5,000,000 at the disposal of the Stabilisation Fund. At the 
same time the U.S. Treasury made a credit of $50,000,000 for 
the same purpose, and the opportunity was taken to merge the 
organisations which had formerly operated the sterling and 
U.S. dollar credits placed at the disposal of the Chinese authori- 
ties. The new authority which will perform this function will 
be the Stabilisation Board, on which the U.S. and British 
Treasuries will be represented, as well as the Chinese Govern- 
ment. 

Despite the considerable external support which the 
Chinese yuan received during the past year, its exchange value 
has fallen over this period from 43d. to 34d. The movement has 
not been altogether without advantages since it has benefited 
Chinese exports financed in terms of this currency as against 
those which have been invoiced in the competing puppet cur- 
rencies. Nevertheless, a point has probably arrived at which 
the disadvantages of further depreciation in the exchange value 
of the Chungking yuan would offset whatever competitive 
advantages it might derive from it. For this reason the setting 
up of the Stabilisation Board and the promise it holds of effec- 
tive British-American co-operation in the defence of Chinese 
currency is particularly opportune. 

The British banks operating in China have had to follow a 
very wary policy in avoiding the pitfalls of exchange losses. 
This vigilance is no new attitude for them. Throughout their 
long connection with China they have had to be acutely 
“exchange conscious” and the expertise gained in the days 
of silver exchange has no doubt stood them in good stead in 
recent difficulties. One may assume that in so far as the banks 
had outstanding commitments involving an exchange risk, these 
were fully covered by corresponding exchange risks on the 
other side of the balance-sheet. 

The volume of banking business transacted by the British 
banks in China has stood up magnificently to the combined 


effects of war, Japanese encroachments and currency disorgani- 
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sation. The economic life of the country has inevitably been 
seriously disturbed by the Japanese invasion. But the in- 
domitable struggle for existence of the teeming millions of 
China has in the past refused to bow to prolonged civil war. 
The same phenomenon is happening to-day. There is much 
destruction, but the effects of it tend to be swamped by the 
miraculously patient, dogged labour of the Chinese cultivator, 
of the coolie, of the small merchant, of the small junk owner 
who will ship his merchandise through any blockade the 
Japanese may decree. And so, the volume of trade to be fin- 
anced in China remains astonishingly large. The Japanese may 
control the Treaty Ports. But they cannot control the whole 
coast line, and a steady stream of Chinese merchandise still 
finds its way somehow to centres like Hong Kong. Moreover, 
even where Japanese control is undisputed, it is a control 
which is often susceptible to bribery, and no nation wields that 
weapon with such subtlety as the Chinese. 

Where there has been a Sad falling off is in the export trade 
of the sterling area and of Great Britain, in particular, to China. 
The prior claims of war industries in the Empire and the 
scarcity of tonnage would in any case have required a severe 
curtailment in such exports. But the contraction in this trade 
has been consciously pushed to greater lengths than these short- 
ages would justify because China is not a desirable “ hard cur- 
rency ” country to which to export. The fact that we have to 
provide sterling credits for the support of the Chinese yuan is 
sufficient commentary on this aspect of the situation. The Far 
Eastern banks have, therefore, lost much of this “ bread and 
butter” business of financing British exports to the Far East. 
This holds true of exports to India as well as to China. 

One important compensatory item in this tale of declining 
or, at best, resistant, business, is provided by Malaya. The 
stimulus to the production of war materials, as such, and of 
dollar producing materials to boot, has brought exceptional 
activity and prosperity to the Malay States and the East Indies. 
Rubber and tin have boomed, and the banks operating in those 
areas have derived profit both from the financing of the excep- 
tional shipments of those commodities to Britain and the United 
States, and from the general prosperity of the planters, miners, 
middle men, and merchants. 

Taking the past year as a whole, British banks operating in 
the Far East have had little reason for complaint. In most 
cases profits show some increase on those for 1939. What may 
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have been lost on Japanese and Chinese swings has been gained 
on Malay roundabouts. As for banking prospects in the Far 
East, they are more than ever dominated by political and mili- 
tary considerations. Against that tide, the soundest bank, the 
ablest banker can accomplish little. But with it, they will 
quickly recapture whatever ground may have been lost in the 
past few years. Our great Far Eastern banks have in the past 
been the mainstay of British interests in these rich markets. 
They have the tradition, the wealth, and the ability that will 
enable them to play a leading role in the great work of recon- 
struction that will have to be tackled when peace reigns again 
in Europe and on the Pacific. 


War Economics in the Dominions 
By E. A. Grant 


ous in their economic make-up, the most striking fact 

about their war-time development has been the broad 
similarity of the effects of war upon their economic 
systems. The most conspicuous feature of their joint experi- 
ence has naturally been the powerful stimulus given by war to 
their local industries. Domestic requirements for manufac- 
tured goods have had increasingly to be met by domestic 
industry, owing to the preoccupations of Great Britain and the 
shortage of shipping, while the capital goods industries have 
had to work to capacity to meet the insatiable demand for 
munitions both from British and their own Dominion forces. 
Hence the war has given a strong stimulus to the process of 
industrial expansion which had previously been advancing at a 
comparatively leisurely rate, with effects which are likely to 
be far-reaching and permanent. 

On primary production also, the effects of war have been 
strikingly similar in all four Dominions. Loss of markets has 
been the determining factor, and the shipping position a subsi- 
diary difficulty. The marketing of these products in a world 
where Great Britain often remains the only customer has been 
conducted along very similar lines, mainly through bulk pur- 
chasing agreements with this country. All the Dominions have 
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experienced an increasingly favourable balance of trade with 
the mother country, and the result has been a considerable 
growth in their London funds, which has enabled Canada and 
South Africa to undertake substantial repatriations of sterling 
securities. Australia and New Zealand are in a less satisfac- 
tory position. Their London funds have grown, but for reasons 
largely unconnected with trade, and their rate of imports is still 
rather higher than is desirable. 

Recent Dominions Budgets show an ever-increasing volume 
of war expenditure, but it is still questionable whether taxation 
is in general yet high enough to reduce consumption propor- 
tionately to the diversion of productive resources to war needs 
and thus to prevent the danger of inflation. It is interesting 
to note that while war expenditure is estimated to represent 
some 47 per cent. of national income in Great Britain, the com- 
parative percentages in the case of the Dominions are—very 
approximately—31 per cent. for Canada, 22 per cent. for 
Australia and New Zealand, and 18 per cent. for South Africa. 
In considering any figures of this kind, however, it must be 
borne in mind that they refer only to budgetary expenditure, 
whereas the primary produce of Australia and the gold output 
of South Africa, for example, are just as much a contribution 
to the general war effort as expenditure on the armed forces 
of these Dominions. 

War has had very similar effects on the banking systems 
of the four Dominions. Deposits have shown substantial 
increases, though usually proportionately less than the increase 
in note circulations, and with private advances generally de- 
clining, finance has been readily available to meet Government 
borrowing requirements. 

The latest evidence of Canada’s determination to stint 
nothing in the prosecution of the war is given by the heavy 
increases in taxation recommended in the Dominion’s Budget 
for 1941. When he introduced the Budget resolutions at the 
end of last month, Mr. Ilsley estimated that the proposed in- 
creases in existing taxes and the imposition of new taxes would 
yield an additional $300,000,000 in a full year and nearly 
$250,000,000 during the remainder of the current fiscal year. In 
the year ending March 31 last, taxes brought in $778,290,000, so 
that a full year should see an increase of nearly 39 per cent. in 
the yield of taxation. War expenditure in the current year 
will amount to a total of $1,450,000,000. In addition the Federal 
Government, following the recommendations of the Rowell- 
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Sirois Commission, is endeavouring to persuade the Provincial 
Governments to cede their powers of imposing income and 
corporation taxes for the duration of the war. In return, the 
Dominion would pay the Provinces the amounts yielded by 
such taxes in the last fiscal year. 

Meanwhile the principal characteristic of the Canadian 
scene is the great and growing vigour of the Dominion’s indus- 
trial contribution to the war effort. It is estimated that indus- 
trial production for war purposes will be 70 per cent. more than 
in 1918, and the barometers of business conditions all give the 
same picture of rapidly expanding activity. The employment 
index, for instance, compiled by the Dominion Bureau of 
Statistics, at the end of February stood at the record level of 
142.7, comparing with 140.9 at the end of December last and an 
average of 125.6 for the whole of 1940. Boom conditions are 
particularly apparent in the heavy industries. The production 
of pig iron, for example, was 61 per cent. greater than in the 
previous year and the output of steel ingots increased by 48 
per cent. 

In contrast to the prosperity which the war has brought to 
industry stands the problem of agriculture. The paradox of 
1940 was that while the supply of wheat was lifted to a record 
level by the particularly abundant crop, demand slumped as 
European markets were successively absorbed behind the 
barrier of Hitler’s New Order. As a result, the Dominion’s 
major war problem is how to finance and store its huge wheat 
surplus. At the end of July it is expected that there will be a 
carry-over of 575,000,000 bushels, and the main objective of the 
present restriction policy is to ensure that at the end of the 
following year the carry-over will be no greater. With this aim 
only 230,000,000 bushels may be delivered to the Canadian 
Wheat Board or the open market during the year, it being esti- 
mated that this amount can be sold in the domestic and export 
markets. 

Considering the rapid and general growth in the volume of 
employment throughout the Dominion, it is not unduly sur- 
prising that Canadian national income is estimated to have 
risen by $554,000,000 to $4,594,000,000 during 1940. What remains 
to be seen is whether new taxation and savings during the 
current year will suffice not only to mop up the still greater 
increase in the national income which may be expected in 1941, 
but to.remove an additional amount sufficient to prevent rising 
prices at a time when the manufacture of consumption goods 
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should decline as war production increases. So far there have 
been no dangerous signs of inflation. Bank deposits have 
naturally risen, their average level in 1940 having been 
$3,250,000,000, compared with $3,144,000,000 in the previous 
year. More conspicuous has been the rise in note circulation, 
which stood at $256,300,000 at the end of 1940, as compared 
with $155,900,000 a year earlier. The main reason for this 
increase has been the larger wage and army payments. The 
increased taxation, which falls principally on the higher in- 
come groups, has left greatly increased spending power in the 
hands of the lower groups. This fact is reflected in the rise in 
retail sales in the past year, which are estimated to have been 
11 per cent. greater ir value than in 1939. In view of the very 
large advance in national income the increased taxation pro- 
posed for the present year is moderate, and means may yet have 
to be found to reduce consumption still more drastically if 
more resources are to be released for war production. 

Externally, a financial problem of considerable magnitude 
has resulted from Canada’s adverse balance of trade with the 
United States, and Great Britain’s adverse balance with Canada. 
When presenting the Budget at the end of last month, Mr. 
Ilsley said that at the end of the fiscal year Canada’s balance 
of payments with the United States, both on capital and cur- 
rent accounts, showed a deficit of probably $478,000,000, while 
Britain’s deficit with Canada was $795,000,000. On all three 
sides this problem is being tackled with good will. Canada’s 
difficulty vis-a-vis the United States will be greatly eased now 
that the Lease and Lend Act is to cover goods sent to Canada 
to enter into the production of war materials for Great Britain, 
and the increasing co-operation between the two American 
“arsenals of democracy” is shown by the agreement for a 
joint defence production programme recently entered into by 
President Roosevelt and Mr. Mackenzie King: On the question 
of Great Britain’s deficit with Canada equally important con- 
tributions have been made. Mr. Ilsley has undertaken that 
British purchases in the Dominion shall not be hampered for 
any lack of Canadian dollars, and tangible assistance has been 
given by the tariff reductions in the recent Budget, which are 
designed to facilitate the import of any goods which Great 
Britain is able to send. 

South Africa’s latest Budget also reflects an increasing 
degree of concentration on the war effort. The sum to be ex- 
pended on defence is £SA72,000,000, which compares with 
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£SA46,000,000 in the 1940-41 fiscal year. Industrial activity 
has been greatly stimulated by defence requirements, and in 
particular the engineering and associated industries have been 
well employed, while on the agricultural and pastoral sides war- 
time difficulties of disposing of output have been considerably 
mitigated by the agreements in operation for the sale of wool 
and maize production to Great Britain. The Union’s most deci- 
sive contribution on the economic front, however, has been her 
gold production. Without this gold, the entire output of which 
Great Britain acquires at the fixed price of 168s. per fine ounce, 
we should have been unable to pay hard cash for our war pur- 
chases from the United States during the first eighteen months 
of war before the passing of the Lease and Lend Act. The im- 
portance of this contribution can be gauged from the fact that 
the output of the mines is worth about £S5A120,000,000 per 
annum. 

With the Union’s increase in economic activity has been 
associated the customary rise in note circulation and bank de- 
posits. As in the case of Canada, the rise in the former has 
been the more conspicuous, and it seems probable that the 
reason is the same, namely, the need for an increased volume 
of notes to meet larger industrial payrolls and for soldiers’ pay. 
With the greater volume of cash at their disposal, the trading 
banks would have had no difficulty in financing war develop- 
ment extensively. Actually, the demand for bank loans has 
declined, since the lower requirements of primary producers, 
resulting from the new marketing arrangements, has more 
than counterbalanced the slightly increased demand for ad- 
vances for the development of secondary industries. Conse- 
quently the increase in bank deposits is almost entirely repre- 
sented on the assets side by larger holdings of cash, which is 
readily available for Government finance. The balance of 
trade between South Africa and Great Britain has swung 
heavily in favour of the former, but the resultant increase in 
South Africa’s London funds has been held in check by the 
repatriation of sterling securities. The Union Government re- 
deemed one large sterling loan last July, and for many months 
past there has been steady buying of South African gold mining 
shares on Cape account. 

Until the most recent Budget there was a certain amount 
of criticism of Australian financial policy, on the grounds that 
too small a proportion of the Commonwealth’s economic re- 
sources were being devoted to the war effort. Public works pro- 
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grammes were continued at the usual rate and imports re- 
mained at a high level. The latest Budget has, however, 
marked an important step forward in the regimentation of 
resources for war. It is anticipated that in the 1941-42 fiscal 
year war expenditure will cost £A186,000,000, or 34 times 
as much as in the previous twelve months. As with the other 
Dominions, the war has produced boom conditions in Austra- 
lian industry. Many new industries have sprung up, and the 
Commonwealth is turning out a steadily increasing total of 
armaments. Nearly all the internal indices of activity are ex- 
panding, and unemployment in industry is a thing of the past. 
On the agricultural side, as in the case of Canada, conditions 
are less happy. To some extent the difficulties of marketing 
agricultural produce have been lessened by Great Britain’s 
bulk purchases, but a new difficulty has arisen in the reduced 
amount of shipping available for the transport of primary pro- 
duce. The year has been a particularly bad one for wheat 
growing in Australia, and the yield is estimated at 83,000,000 
bushels, as compared with 210,000,000 bushels in 1939-40. 
Prospects for the wool clip are more favourable, and it is not 
expected to be much less than in 1939. 

In the early part of the war there was still considerable 
unemployment in Australia, but by the autumn of last year the 
slack had been taken up, and the increased spending power 
in the hands of the public began to produce inflationary tenden- 
cies. Bank deposits increased considerably during the year, 
but as in the case of other Dominions the more significant fea- 
ture was the rise in note circulation, which advanced by 
33 per cent. between September, 1939, and the end of last 
year. 

The labour requirements of the new war industries make it 
important that there should be a drastic cutting down of public 
works programmes, and the necessity for further restriction of 
the community’s purchasing power is shown by the high level 
of imports. Exports rose considerably during 1940, but the 
value of imports was also great, though it is satisfactory to 
note that recent restrictions are reflected in a slackening in the 
rate of imports at the beginning of the present year. In view 
of the high level of imports which prevailed during the year, 
the Commonwealth Bank’s sterling reserves might seem sur- 
prisingly high, being some £A40,000,000 higher than at the 
beginning of the war. But this increase has little to do with 
trade, being largely due to transfers from trading banks and 
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British loans for Australian overseas war expenditure. It has 
not been available for the repatriation of Australian debt. 

One compensation for the loss of many overseas markets has 
been the increased trade effected with New Zealand. The 
latter still lacks capital goods industries, and Australia has 
helped to fill the gap. New Zealand has been a considerable 
purchaser of munitions from Australia, and has also taken large 
quantities of coal and foodstuffs. In New Zealand, too, there 
has been some criticism on the ground that the Dominion is 
not diverting the maximum of resources to war-time produc- 
tion. While the amount of war borrowing has remained small, 
substantial amounts are still being raised for pubiic works. The 
main burden of financing the war is, in fact, falling on the 
banks. The Reserve Bank’s advances to the State increased 
greatly during the year, but while the official policy has been 
expansionist the trading banks have remained very cautious, 
and have kept their position extremely liquid. The decline in 
their advances has more than offset the increase in their invest- 
ments in Government securities. As in the other Dominions, 
there has been an increased demand for currency, and the 
active note circulation has risen. The advance in prices, how- 
ever, has been too small to betoken any inflationary tendencies. 

New Zealand’s overseas trade showed an increasingly 
favourable balance over the past year. Exports of £71,180,000 
compared with £59,643,000 in the previous year, and imports of 
£47,918,000 compared with £45,571,000. As a result the 
Dominion’s sterling funds have risen substantially, though the 
position is not by any means so favourable as the figures would 
suggest. Indeed, Mr. Fraser recently stated that far from the 
sterling position being sufficiently comfortable to permit any 
relaxation of import restrictions, income from exports is likely 
to be so reduced as “ seriously to affect the country’s trade and 
economic position.” Import restrictions, therefore, continue, and 
have stimulated the domestic manufacturing industries, of 
which those making war materials are working at maximum 
capacity. An important recent development, which should 
serve to increase the interdependence of New Zealand and 
Australia, has been the agreement between the two Govern- 
ments to establish a permanent committee to consider matters 
of supply. As with Australia the shipping position is likely to 
diminish exports during the present year. 
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The Indian Banking Position 
By H. C. G. Slater 


ANKING conditions in India during recent months have 
B been characterised by a complete lack of the usual 
seasonal—November to March—cash stringency in the 
Money Markets. Call money throughout the period has been 
almost unlendable—a nominal } per cent.—and the yield of the 
three months Treasury Bill, which in November last was 1 per 
cent., had declined by March, 1941, to about gths per cent., 
the total outstanding falling from Rs. 33 Crores to about Rs. 22 
Crores during the same period. In March, 1940, the yield on 
Treasury bills was 1} per cent. It will be remembered that 
the dislocation of India’s trade with the Continent of Europe 
was not a serious factor until May, 1940, but in spite of this 
trade statistics of imports and exports for 1940-41 compare 
very favourably with those of the previous year. Exports of 
Merchandise in 1940-41 amount to Rs. 201 Crores, against 
Rs. 213 Crores for 1939-40, while imports similarly at Rs. 156 
Crores compare with Rs. 165 Crores in 1939-40. The favourable 
balance in trade for 1940-41 at Rs. 45 Crores thus shows a small 
decline of Rs. 3 Crores only in comparison with 1939-40. 

These figures make it plain that the easy monetary condi- 
tions prevailing cannot be attributed to trade factors alone. 
On the contrary, the explanation is to be found largely in the 
Reserve Bank’s policy and the increasing tempo of war activity, 
with its consequent vastly increased Government expenditure. 
Notes in circulation in the first half of May totalled about Rs. 
275 Crores, as compared with Rs. 241 Crores in December, 1940, 
and Rs. 229 Crores in December, 1939. Bankers’ Cash balances 
with the Reserve Bank, on the other hand, show a decline from 
Rs. 48 Crores in December, 1940, to Rs. 25 Crores in May, 1941. 
Taken in conjunction with the decline at advances and dis- 
counts of the Scheduled Banks, this indicates a movement 
towards the greater investment of funds in Defence and other 
Government Loans. 

The recent repayment of Indian Sterling Stocks in March 
and April is now reflected in the Reserve Bank’s weekly state- 
ments. It will be recalled that the amount involved was about 
£90,000,000 (Rs. 120 Crores), distributed chiefly between Indian 
holders and residents in the country. In the Issue Department 
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Statement of May 9, Sterling Securities, which early in March 
stood at about Rs. 140 Crores, have fallen to Rs. 114 Crores, a 
decline of approximately £20,000,000. Rupee Securities over 
the same period increased by Rs. 42 Crores (£30,000,000) to 
Rs. 91.32 Crores. On the liabilities side, notes in circulation 
in India show an increase from Rs. 237 Crores at the beginning 
of March to Rs. 256 Crores on May 9 (£15,000,000), indicating 
the payment by the Reserve Bank to the Government of India 
for the increased holdings of Rupee Securities. It will be noted 
in passing that by a recent amendment to the Reserve Bank Act 
the Reserve Bank has been enabled to increase its holding 
of Rupee Securities above the limits imposed by Section 33 (3) 
of that Act, which formerly set a maximum of Rs. 50 Crores, or 
a quarter of the total assets of the Issue Department (whichever 
was the greater), to this asset. On the Banking Department side, 
the decline of Rs. 45 Crores (£35,000,000) in balances held 
abroad, from Rs. 75 Crores on March 1, 1941, to Rs. 30 Crores on 
May 9, is an indication that the total cash disbursement in 
March and April in this country was probably about half the 
total amount involved (say, £50,000,000). So far as the 
Government of India cash balances were concerned, a Ways 
and Means Advance of about Rs. 16 Crores (£12,000,000) was 
taken from the Reserve Bank in India, of which Rs. 6 Crores 
was outstanding on May 9. 

Except for a slight flurry in exchange from March 31 to 
April 2, caused mainly by the desire of dispossessed Indian 
holders of Indian Government Sterling Stocks to retain their 
Sterling balances, the Rupee T.T. rate has been steady at 
1s. 5 31-32d. throughout the period under review. Purchases of 
Sterling by the Reserve Bank in 1940/41, it is thought, amount 
to about £50,000,000 as compared with £72,000,000 in 1939/40. 
In January a new Rupee Defence loan was announced, the 
terms of issue being 3 per cent. at par repayable 1949/52. At the 
same time the issue of 3 per cent. Defence Bonds at 99, repayable 
in 1946, was stopped, the total subscriptions to this loan having 
reached the very satisfactory figure of about Rs. 45 Crores since 
June, 1940. 

In February the Finance Member introduced his Budget 
for the coming year. He forecast a deficit of about Rs. 20 Crores 
for 1941/42 on the basis of existing taxation, and was content 
to impose new taxation to cover only about Rs. 6.61 Crores of 
this deficit. The year 1940/41 was expected to close with a 
deficit of Rs. 8.42 Crores. The Finance Member announced that 
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the Treasury Bill issue, which has been running at a level of 
about Rs. 30 Crores, is to be still further reduced during 
1941/42. An average of Rs. 30 Crores of Treasury Bills was 
formerly considered to be the minimum required for the satis- 
factory working of the Indian Money market, and it is possible 
that this step will pave the way for increased holdings by the 
banks of other forms of Bills and commercial paper which 
would be acceptable for discount by the Reserve Bank, if occa- 
sion arose. The creation of a widespread and active Bill market 
in India is one of the most important objects to which the 
Reserve Bank is at present devoting its efforts, and it may be 
that war conditions will provide a stimulus to this activity. 





Continental Banking in 1940-41 
By Paul Einzig 


HE past twelve months witnessed some striking changes 
in continental banking as a result of the conquest of a 
number of countries by Germany. With the exceptions 
of Switzerland, Sweden, Spain, Portugal and Russia, the entire 
continent is at present under German rule. For this reason, a 
survey of continental banking in 1940-41 is hardly more than a 
survey of banking under German occupation. In some 
instances, such as Italy or Hungary, German occupation is not 
complete, though German troops pass through the country as 
they please. In these countries there is no direct German con- 
trol over the banks, though indirectly the German influence is 
very strong. In all other German-occupied countries banking 
is entirely under German control. 

Technically, the operation and supervision of banks is left in 
most occupied countries in the hands of the local authorities. 
Poland provides an exception because there the German occu- 
pation authorities assumed virtually full control. On terri- 
tories which have been joined to the Reich, such as Alsace- 
Lorraine, Luxembourg, the Sudeten district, the Polish corri- 
dor, Eupen and Malmedy, banking came automatically under 
the administration of the Reich. In other conquered countries, 
too, the extent of German control is increasing. German banks 
establish branches in various occupied countries, or secure 
financial control over existing local banks. The degree of inter- 
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ference with banking matters by the occupation authorities is 
increasing. The Central Banks have come under German con- 
trol, though in some instances this control is still indirect. In 
France the head office of the Bank of France is in unoccupied 
territory, but owing to the importance of the Paris office and 
the grip of Berlin over the Vichy Government it is hardly pos- 
sible to claim that the Bank of France is not under German 
domination. In Holland the Germans appointed a subservient 
Dutch Nazi leader to the post of Governor of the Netherlands 
Bank. In Norway the Quisling regime controls the Bank of 
Norway. 

In every German-occupied country German methods of 
exploitation have resulted in progressive inflation which has 
affected the banking situation to a considerable degree. The 
volume of liquid funds has increased considerably, partly 
because of the inflationary financing of occupation costs, partly 
because Germany has bought up stocks-in-trade and capital 
assets, and there is no possibility either to spend or to reinvest 
the amounts received. The result is an increase of bank 
deposits. This increase does not, of course, represent new sav- 
ings but merely the conversion of goods with intrinsic value 
into book claims. From the point of view of the banks, how- 
ever, it does mean an increase in the turnover. The new 
deposits can only be employed either in loans to the local 
administration or in financing industries working for Germany. 

Bank profits from deposit and loan business in occupied 
countries show an increase, but dealings in securities are patchy, 
and dealings in foreign exchange have come to a complete 
standstill. Nor is there much new issuing activity, apart from 
the issue of Government loans and of capital for firms work- 
ing for Germany. Moreover, overhead expenses in connection 
with the highly complicated mechanism of official control over 
banking activity have increased considerably, so that net profits 
do not show a substantial increase if they show any at all. In 
any case, owing to the inner depreciation of the local currencies, 
in addition to their devaluation in terms of reichsmarks, a 
nominal increase of profits does not mean a real increase. 

In countries which were invaded last year, the disorganisa- 
tion of the banking system through the invasion has been 
gradually overcome. A large part of the deposits withdrawn 
by refugees has found its way back to the banks, and many 
branches which were closed down when the territories became 
the scene of active hostilities have been reopened. In France 
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the head offices of Paris banks have remained in provincial 
cities in unoccupied territory. In countries which have been 
invaded more recently the banking situation is still obscure. 
There is reason to fear that Yugoslavia will be treated as 
harshly as Poland, and that her banking will suffer heavily in 
consequence. 

Among countries outside German occupation, Switzerland 
and Sweden show an increase of their foreign balances, after 
their decline in anticipation of a German invasion. The 
Swedish and Swiss banks continue to do a certain amount of 
international banking business in spite of the fact that both 
countries are almost entirely isolated from the outside world. 
Portuguese banks benefited by the increase of the importance 
of Lisbon as an international banking centre and a free foreign 
exchange market. 


What is a Resident ? 
By E. G. Woolgar 


NDER the exchange regulations, it is the duty of every 
bank manager to classify his account-holders accord- 


ing to their place of residence and to note carefully 
any change of residence which might alter the status of an 
account. Yet there is singularly little in the regulations, as 
branch bank officials know only too well, to guide them in this 
task of classification, upon which the whole basis of exchange 
control depends. Probably no aspect of exchange control pre- 
sents so many unexpected complications and gives rise to so 
many troublesome queries in practice as this business of segre- 
gating residents from non-residents, and the object of this 
article is to summarise as far as possible a few rules that have 
become clearly established in practice. 

In the regulations themselves the principal reference to the 
question is contained in paragraph 3C, which states that 
“Where an individual has at any time since the 3rd day of 
September, 1939, resided in the United Kingdom or the Isle 
of Man:— 

“(a) until the Treasury otherwise direct he shall be treated 

for the purposes of this Regulation and of any order 
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providing for exemptions from any of the provisions 
thereof as having been and as still being, resident 
in the United Kingdom or the Isle of Man and not 
resident outside the Sterling Area ; and 


‘““(b) if any such direction is given the Treasury may by the 
same or subsequent direction, declare the territory 
in which for those purposes he is to be treated as 
being resident and any direction given thereunder 
may be either general or special, and may be revoked 
or varied by a subsequent direction thereunder.” 


It will be noticed that this regulation merely indicates 
certain classes of person who are to be considered as residents; 
but even this definition is not comprehensive, and it must cer- 
tainly not be assumed that because a person happened to be 
abroad on September 3, 1939, he may be regarded as truly non- 
resident. In view of the fact that the Finance Regulations do 
not provide a definition of a non-resident, the classification of 
accounts is by no means easy. At the most, it is possible only 
to describe those categories of persons whose residential status 
may be readily decided and to indicate those whose position 
must be subject to a ruling of the Control. 


United Kingdom Nationals: 


In the case of a United Kingdom National it is not safe to 
regard him as a non-resident, unless he has been living per- 
manently outside the Sterling Area since prior to September, 
1938, ie., for at least one year prior to the beginning of the 
war. In 1939 people left this country for a_ variety 
of reasons, and not all of them were emigrants with 
the fixed intention of taking up permanent residence in a 
foreign country. There would clearly be no justification, for 
example, for granting non-resident status to those who hap- 
pened to be abroad on September 3, 1939, either on holiday or 
visiting friends or relatives, and who decided to stay away for 
the duration. Similarly, there could be no support for an appli- 
cation for change of status on behalf of resident United King- 
dom Nationals who have evacuated to the U.S.A. or Canada, 
and who, in order to obtain exit permits, gave undertakings 
that no funds would be transferred from the Sterling Area, 
either directly or indirectly, for their maintenance abroad. It 
must be remembered, too, that whilst members of H.M. Forces 
serving abroad and members of H.M. Embassies, Legations 
and Consulates, have certain facilities for the withdrawal of 
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funds from this country for their maintenance in their place of 
residence, their sterling accounts with United Kingdom banks 
are, in all other respects, to be regarded as resident. 
Particular care is required when dealing with the accounts 
of United Kingdom Nationals who were permanent residents 
of enemy occupied territory but who escaped to countries other 
than those of the Sterling Area. The guiding principle is as 
follows: If at the time their original country of residence was 
officially designated enemy territory they were regarded as 
residents of that territory, then a return of their assets must 
be made to the Custodian of Enemy Property, even though 
information may subsequently come to hand to the effect that 
they left the territory before it was classified as “enemy.” 
Although such an account may be debited in respect of funds 
needed for travelling expenses to some part of the Sterling 
Area and maintenance for three months (at the rate of £20 a 
month per person, or £50 a month for a family), the account- 
holder must not be given residential status as of the country 
to which he has escaped, without the permission of the Trading 
with the Enemy Department and of the Bank of England. 
Similar considerations apply if the United Kingdom National 
escapes from enemy territory to some place in the Sterling 
Area, except that immediate application would be made to the 
Custodian for the release of his balance and other assets. 


Foreign Nationals: 

Foreign Nationals, other than refugees, who were working 
or in business in the United Kingdom on September 3rd, 
1939, must be regarded as residents, whilst those who entered 
the country since that date are, of course, subject to Regulation 
3C. However, in some cases such persons are given special 
facilities in the shape of exemption from surrendering foreign 
currency which they may hold or from registering their foreign 
securities, but even so, their sterling accounts remain “ resi- 
dent,” and any transfers of sterling from the accounts to 
countries outside the Sterling Area or purchases of foreign 
currency are subject to the prior approval of the Bank of 
England. Normally, if such persons emigrate and prove that 
they have been allowed to take up permanent residence abroad, 
they are permitted to receive from their accounts maintenance 
allowances for six months, at the end of which period applica- 
tion may be made for the release of their assets and for official 
non-resident status. There is, of course, no objection to such 
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applications being made to the Control at the time the foreigner 
leaves this country. 

In the case of a foreign National who was permanently resi- 
dent in enemy occupied territory but who escapes to a non- 
enemy country outside the Sterling Area, the procedure to be 
followed is not quite the same as that for United Kingdom 
Nationals in similar circumstances. A return of assets must, of 
course, be made to the Custodian, but a total sum of up to £100 
may be released from the sterling account here for maintenance 
and/or travelling expenses to a country in which permanent 
residence may be found. Providing adequate proof is forth- 
coming that a residential or immigration permit (not a visiting 
permit) has been obtained, application may then be made to 
the Trading with the Enemy Department for the release of 
assets and to the Control for permission to change the country 
of residence. 

Special Arrangements for Certain Foreign Nationals: 

Special arrangements have been made for residents of non- 
enemy territory outside the Sterling Area who come to this 
country to do approved war work. The existing non-resident 
accounts may continue to operate as hitherto, but, in 
future, salary or pay and allowances must be credited to a 
resident account in the name of the foreign volunteer. The 
Bank of England will normally sanction maintenance remit- 
tances from the resident account to the original country of 
residence of the account holder up to 25 per cent. of each 
remuneration in the case of unmarried persons, and up to 
50 per cent. in the case of married persons. It should be 
noted that such persons are exempted from Regulations 1, 4, 
and 5, requiring the registration of certain foreign securities 
and the surrender of gold and certain foreign currencies, held 
at the time of entry into the United Kingdom, or acquired at a 
later date in accordance with the Regulations. Members of 
the Canadian Forces in this country are subject to these 
arrangements. 

On the other hand, the accounts of crews of ships under 
United Kingdom control, for example, should be regarded as 
resident. 


Refugees. 
Refugees are defined as “any foreigners whose country 
is enemy territory within the meaning of the Trading 


with the Enemy Act and who since their arrival in this 
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country have not received a Home Office permit to take up 
an occupation ”. These must be regarded as residents as soon 
as they arrive in this country. Their foreign securities must 
therefore be registered, but although any holdings of foreign 
currency and gold must be offered to the Control they will 
not normally be taken over until the owner has been in this 
country for at least six months. If, however, they leave 
within the six months with a full immigration visa for a 
country outside the Sterling Area they will, in the absence of 
special circumstances, be allowed to take with them any gold 
currencies or securities covered by their original exemption. 

On the other hand, a refugee who has been in this country 
for more than six months, and whose foreign currency has 
therefore been sold to (or his foreign securities vested in) the 
Control, may apply for permission to repurchase the currencies 
thus surrendered or have the sterling transferred through a 
Special or Registered Account of his new country of residence. 
Particular emphasis must be given to the fact that such re- 
purchases or transfers can be made only with sterling belong- 
ing to the refugee and arising from the original sale of 
currency or foreign security to the Bank of England If, for 
example, part of the sterling obtained by this means has been 
used for living expenses whilst the account-holder was in this 
country, then he is precluded from repurchasing currency or 
transferring sterling other than in respect of the unused 
balance. Any sterling remaining on the account which has 
not resulted from the sale of foreign currency to the Control 
may be used only within the Sterling Area. 


Applications for Changes of Status: 


Whilst it has been possible to point out certain well-defined 
categories of account-holders, there are many whose status is 
in doubt and for whom a ruling must be obtained from the 
Bank of England. It is as well when making such applications 
to give as much information as possible on the following 
points:— 

(1) Customer’s name, nationality and permanent address 
abroad. 


(2) Date on which account-holder left this country to take 
up residence abroad and purpose of leaving. 


(3) How long he has been continuously resident at his 
present address. 
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(4) Is customer liable to British Income Tax? 
(5) Is a residence maintained in this country? 
(6) Any other special feature of the account. 


Trustees’ Duties Under The War 


Damage Act 
By P. D. Willcock 


NE set of problems arising out of the War Damage Act 

() is one which affects the banks in their capacity as 

trustees of property. How does the Act affect a 

trustees’ right or duty to insure the property under his control? 

And if war damage insurance is taken out, are the premiums 

to be regarded as chargeable against capital or income? Some 

guidance on these points will be of use not only to banks but 
to trustees generally: 


Real Property 

Buildings and other immovable property are dealt with in 
Part 1 of the Act from Section 1 onwards, and as their insur- 
ance under the Act is compulsory, the duty of trustees is free 
from doubt. With regard to the incidence as between capital 
and income of contributions payable under the Act in respect 
of buildings, trustees are given power by Section 48 of the 
Act to raise from the capital of their trusts the money required 
to defray such payments. This is done by providing that those 
payments which are authorised for the application of capital 
moneys by Section 73 of the Settled Land Act, 1925, and by that 
Section as applied by Section 28 of the Law of Property Act, 
1925, in relation to trusts for sale, and those purposes authorised 
by Section 71 of the Settled Land Act, 1925, are to include the 
discharge of any liability as, or as a mortgagee of, a direct or 
indirect contributor. It is clear that, by the effect of Section 48 
of the Act, read in conjunction with Section 28 of the Law of 
Property Act, 1925, and Sections 71 and 73 of the Settled Land 
Act, 1925, trustees for sale, or tenants for life, or statutory 
owners, as the case may be, are empowered to raise and pay 
out of the capital “any contributions” becoming payable in 
respect of the trust or settled property under the Act, and, if 








178 THE BANKER 
necessary, to raise the money required for that purpose by 
mortgage of the trust property. The effect of this reference 
to existing statute law is clarified by Section 82 of the Act, 
which provides that :— 
“contributions made and indemnities given under 
Part 1 of this Act, and premiums paid under Part 2 of this 
Act, shall be treated for all purposes as outgoings of a 
capital nature.” 
In view of this provision there would appear to be no doubt 
that ‘‘ contributions ” paid by a trustee, tenant for life, or statu- 
tory owner, must, as between income and capital and as be- 
tween tenant for life and remainderman, be charged to and 
borne by capital. Indeed, this would seem to be quite equit- 
able, and the view might well have been held that, quite apart 
from Sections 48 and 82 of the War Damage Act, such contri- 
butions would probably be chargeable to capital on equitable 
principles as extraordinary expenditure necessary to be in- 
curred for the preservation of trust property. 


Business Scheme 


This scheme came into operation on April 17, 1941, and im- 
posed a statutory obligation on persons carrying on business 
to insure movable plant and machinery, business equipment 
and office furniture, etc. Buildings and other immovable pro- 
perty do not come within this scheme. The obligation does 
not, however, apply when the total value of insurable property 
is £1,000 or less. In such cases insurance is voluntary. Details 
regarding the scheme are set out in Section 62 of the Act, as 
supplemented by Statutory Rule and Order No. 450. As a 
result of its compulsory nature, the duty of trustees who are 
carrying on their testator’s business is clear. If such business 
entails the use of movable plant and machinery, business equip- 
ment or office furniture having a value in excess of £1,000, 
they must insure, and it is an offence not to do so. The rate 
of premium for the whole period from the beginning of the 
war to September 30, 1941, is 30s. per cent. (S.68 (b) of the Act 
and paras. 3 and 4 of S.R.0.450). 

Three policies will be issued, the periods of insurance end- 
ing respectively on June 15, August 15, and September 30. The 
rate of premium is 10s. per cent. for each period, with a 
minimum premium of 10s. In respect of the first period of 
insurance, applicants will be held covered from April 17, 1941, 
subject to the Application Form and premium being received 












by 
ice 
ct, 


er 


p> 


]- 


=~ Ty oe 








TRUSTEES AND WAR DAMAGE 119 





within 30 days of that date by an Insurance Company on behalf 
of the Board of Trade. Under Section 68 (b) payments may be 
made in respect of damage which occurred prior to the com- 
mencement of the scheme. 


Private Chattels Scheme 


The Act makes provision for the insurance of private chattels 
against war damage on a voluntary basis, and the scheme came 
into operation on May 1, 1941. Householders will receive free 
cover as follows: Single persons £200. Married couples £300, 
with an extra £25 for each child under 16. Non-householders 
will receive free cover up to £50. No policy is necessary for 
the free cover. Trustees should consider each case on its merits 
and ascertain whether in any of the estates they are administer- 
ing the ownership of furniture and personal effects is vested 
in them as trustee, and, as a matter of business precaution, 
they should arrange for suitable cover to be obtained. In 
certain cases a life tenant may enjoy the use of furniture for 
life and may be entitled to free cover to the extent above 
mentioned. 

Should furniture held upon trust be insured by the trustees 
or by the beneficiary having the use and enjoyment thereof ? 
It would appear that such furniture should be insured by the 
owner and the question who is deemed to be the owner will 
depend upon the terms of the trust instrument. In the majority 
of cases it will be found that the trustees are in law the owners 
of such settled furniture and chattels, but this may not always 
be the case. In this connection the following provision is con- 
tained in the Law of Property Act, 1925, Section 130 (3) :— 


“Where personal estate (including proceeds of sale 
and heirlooms) is directed to be enjoyed or held with 
land in which an entailed interest has been created, the 
direction is sufficient to create a corresponding entailed 
interest in personal estate.” 

In view of this provision, cases may occur where valuable 
furniture and chattels have been entailed along with a mansion 
house and land in such a manner that the beneficiary enjoying 
the life interest may in law be deemed to be the owner. The 
more usual method of settling furniture and chattels in modern 
times is, however, to bequeath the same to the trustees upon 
trust for sale, but with power to postpone sale indefinitely at 
the trustees’ discretion without responsibility for loss, this 
being followed by a direction that pending sale the trustees are 
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to permit the testator’s widow to have the use and enjoyment 
thereof during her life. In such cases the trustee may in law 
be deemed to be the owner, and the insurance against war risk 
should be effected by him. His authority for doing so can be 
found in Section 60 (3) of the Act, which entitles a trustee to 
take advantage of the scheme for the voluntary insurance of 
private chattels in respect of furniture, etc., held by him in 
trust, i.e., “owned” by him, notwithstanding that they are in 
possession of a tenant for life entitled to their possession. It 
seems clear also in accordance with the provisions of the same 
section that the tenant for life who is in the enjoyment of 
the possession and use of furniture is entitled, if he desires, to 
effect such an insurance. There is a short provision in the 
second schedule to Order No. 451, which sets out the terms of 
a standard policy of insurance under the Private Chattels 
Scheme to the effect that the Board is not to be under any 
liability such that the maximum amount which would at any 
time inure for the benefit of any person by virtue of the policy 
and any other policy issued to any person under the scheme 
in force at that time exceeds £10,000. 

There can be no doubt that in law a trustee of settled furni- 
ture could not—in the absence of an imperative direction in the 
trust instrument—be held liable for any failure on his part to 
insure under the Act. He will, however, be acting quite pro- 
perly in doing so, having regard to the extraordinary nature 
and extent of the risk of war damage. The serious and wide- 
spread extent of damage up to the present time and the fact 
that Parliament has deemed it necessary to establish a scheme 
for insuring against such damage is sufficient evidence that 
the risk is a very real one which ought not to be ignored by 
any person. Trustees therefore need have no hesitation in 
voluntarily taking advantage of the scheme in every case in 
which furniture is held in trust, regardless of the locality in 
which such furniture may, for the time being, be situate, and 
regardless also of any provision in the trust instrument ex- 
onerating the trustees from liability to see to its preservation, 
or insurance. It may be thought desirable to advise the life 
tenant of the intention to effect such insurance, but, in the 
ordinary case, this should be done rather as a matter of 
courtesy only, and not with the object of deferring to any con- 
trary view which the life tenant might express. 

Where such insurances are effected, Section 82 of the Act 
will apply and will justify the trustees charging premiums to 
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capital. It may be found convenient in some cases to seek the 
consent of the life tenant to pay the premiums out of income 
in order to avoid the necessity of raising a small amount of 
capital by the sale of investments. In cases where the pre- 
miums are substantial, it may well be preferable that they 
should be charged to capital, and there can be no doubt as to 
the right of the trustees to pursue this course. It may also be 
preferable in some cases to carry a debit balance on the capital 
account for the time being until a convenient opportunity 
occurs to realise one or other of the investments to defray this 
expense. Difficulties may occur in some cases owing to the 
absence of any assets or investments conveniently realisable 
for the purpose of defraying contributions. As far as such con- 
tributions relate to war damage to buildings, the payment 
thereof is not optional, and trustees would seem to be under 
a duty to raise the amount required in such manner as they 
can, relying upon the statutory power conferred by Section 48 
of the Act. The position is rather different with regard to 
premiums, which have to be paid under the voluntary scheme 
for insurance of chattels and payments made when obtaining 
Inventories and Valuations inasmuch as these payments are 
voluntary. Trustees should endeavour to be satisfied before 
incurring these expenses that there will be no ultimate diffi- 
culty in raising the moneys required out of the assets. If the 
trustees cannot see their way ultimately to reimburse them- 
selves in respect of such outgoings, they may be well advised 
to consult with the tenant for life, or other beneficiaries, with 
a view to endeavouring to arrange with these interested parties 
to provide the required funds. It is to be hoped that such 
difficulties as these will be dealt with in due course by subse- 
quent Orders, and in the meantime, trustees must be guided 
by general principles and endeavour to take such action as 
a prudent man would take with regard to his own property. 
It will be generally agreed that an up-to-date Inventory and 
Valuation is likely to prove of material assistance in the settle- 
ment of any claim which may arise under the Act. It may well 
be, however, that in many small cases the expense of procuring 
an Inventory and Valuation may be thought unjustifiable and 
probably each individual case should be considered in this 
respect upon its merits. In this connection valuations obtained 
some years ago for Probate purposes may not afford a satisfac- 
tory basis to support a claim in respect of war damage. In 
these circumstances, whilst the obtaining of Inventories and 








182 THE BANKER 


Valuations should be regarded as discretionary, trustees ought 
nevertheless to endeavour to obtain them except in cases of very 
small estates. The fees charged for making such valuation and 
inventory would be properly chargeable to capital. Whilst it 
is understood that no Order has been made in this connection, 
it is generally considered that trustees will not obtain the 
benefit of the free cover provided by the Act in respect of 
settled furniture not actually in their physical possession. Any 
Order dealing with this subject may well be so framed as to 
benefit only “householders” in respect of their personal be- 
longings. In the meantime, trustees are well advised to proceed 
on the assumption that they will not get the benefit of any such 
free cover. 


A Reply to Dr. Einzig 


By Frederic Benham 


HE last issue of THE BANKER contains an attack upon me 
by Dr. Einzig. The occasion for this attack was three 
short paragraphs in a recent article of mine in Econo- 
mica, concluding that “ the object of Germany in trying to fix 
high values for the mark in South-East Europe was not to im- 
prove her terms of trade but rather to divert the trade of those 
countries towards Germany.” Dr. Einzig himself has written, 
in Bloodless Invasion, p. 47: “ The deliberate overvaluation 
of the reichsmark was a most ingenious way of diverting to 
Germany the exportable surplus of the countries concerned ”; 
and again in Hitler’s ‘New Order’ in Europe, p. 69: “ The 
idea was to encourage German imports from the countries 
concerned.” He disagrees only on the question of fact about 
the terms of trade. He thinks Germany gave these countries 
unfavourable terms of trade during the period 1933-39; I do 
not. 

His argument is set out at length in his book Bloodless 
Invasion. Germany, he says, paid high prices, in the local 
currencies, for the exports of these countries. She thus 
deliberately contracted a “huge indebtedness ”"—he uses this 
phrase several times—towards them. Their Governments 
“had to go, cap in hand, to Berlin, requesting the liquidation 
of their claims,” but in fact, as time went on, these “ showed 
no sign of any substantial contraction.” Hence “in despair” 















j 






ee 
— res 





A REPLY TO DR. EINZIG 183 





—_— 


these countries “had to buy goods they did not really want,” 
and goods of poor quality, at high prices. The terms of trade 
were unfavourable to them. 

I believed this account of the matter; it might well have 
been true, and it seemed to me most unlikely that Dr. Einzig 
had his facts wrong. But in the winter of 1938-39 I visited 
these countries (except Turkey) and talked with ministers, 
bankers, economists, business men and others in order to find 
out at first hand what had been happening. (Can Dr. Einzig 
say the same?) To my great surprise I found that on this point 
everybody said the opposite of Dr. Einzig. Many feared 
Germany, disliked her political activities, and mistrusted her 
intentions, but—up to that time she had given favourable 
terms of trade. How long this would last was, of course, 
another matter. The general conclusion which I published 
was as follows: “On the whole the States of South-Eastern 
Europe seem up to the present to have made fairly good 
bargains with Germany. The main drawbacks, apart from 
political considerations of great importance, are the check to 
more labour-intensive cultivation and to industrialisation, and 
the danger that Germany may exploit her position in the 
future.” I still stand by that. 

Germany had paid higher prices than other countries in the 
local currency. Dr. Einzig and I agree upon that, at least. 
Hence the point at issue concerns her exports to them. Did 
she charge higher prices in the local currency than other coun- 
tries for similar goods? 

The answer I received, even from people strongly anti-Nazi, 
was that, on the whole, her prices, quality for quality, were 
quite competitive—as low as those charged by other countries, 
if not lower. After all, this was the basis of the movement in 
the British Parliament and Press in favour of subsidising our 
exports to this area,so that we could compete with German 
exports. Does Dr. Einzig think that Mr. Hudson and the others 
were talking through their hats? Moreover, this is confirmed 
by such relevant statistics as are available. They are not, as 
Dr. Einzig pains me by implying, my statistics: they are 
statistics of import and export prices compiled by the Govern- 
ments of the countries in question. They do not distinguish, it 
is true, between the prices of goods sold to or bought from 
Germany and the prices of other exports and imports. If they 
did they would support my thesis more strongly. For the prices 
paid by Germany were, admittedly, higher than those paid by 
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other countries, whilst the price-level of British exports has 
risen appreciably over the period, but the price-level of imports 
(from all countries) into South-East Europe had not. Dr. 
Einzig’s remark that German prices were often quoted in marks 
seems to me completely irrelevant. How can we compare 
terms of trade if we value exports in, say, lei and imports in 
marks? 

And what of the “ unwanted” goods? Dr. Einzig has never 
told us by what mechanism the traders of South-East Europe 
were compelled to take them. He mentions specifically only, I 
think, aspirin and mouth-organs and aeroplanes. I will restrict 
myself to the observations that the two former constituted a 
very tiny fraction of total imports, that the second-hand aero- 
planes of which he writes so scornfully were mostly Messer- 
schmitt 109’s and very welcome at the time, and that the bulk 
of the imports were machinery, textiles, chemicals, and other 
goods of the kind normally imported by the countries 
concerned. 

But what of the clearing balances which were supposed to 
give Germany her lever? It is usual for an agricultural coun- 
try to acquire a considerable foreign balance when she is paid 
for her exported crops. The “frozen” mark balances were 
seldom, except for Turkey, more than 10 per cent. or so of the 
annual value of the country’s exports. Although, as I pointed 
out, they did “ present a real problem,” the “huge indebted- 
ness” was just a myth. I will not labour this point, for Dr. 
Einzig seems to have changed his mind about it. He declares 
in his last book (I am writing on April 29) on page 52: 
“The extent of the [monetary] expansion was, however, kept 
comparatively moderate owing to the determination of the 
Governments concerned not to allow Germany to increase in- 
definitely her frozen balance on the clearing account. When- 
ever the frozen balance reached excessive proportions these 
Governments placed obstacles in the way of exporting to 
Germany, or insisted upon the increase of their imports from 
Germany.” This view I endorse. 

I suggest that there is nothing in my version of the facts 
to prevent Dr. Einzig from denouncing Germany as much as he 
pleases. He could take as his text the iron hand in the velvet 
glove. Now that the iron hand is revealed, I quite agree that 
the high value placed on the mark in occupied countries is a 
device which makes it easier for Germany to despoil them. 
For now there are no competitors! But to argue that this 
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proves that Germany achieved the same object before, when 
there were competitors, is simply a non sequitur, and is contrary 
to the evidence. 

Dr. Einzig also raises a wider and quite separate question. 
He urges that it is inexpedient to publish my views, as I did 
in 1939, even if they had been true, on the ground that they 
were dangerous as propaganda material which might be used 
by Germany. This, of course, is a very old question, on which 
different people have different views. But if Dr. Einzig really 
believes that it is unwise to say anything which German pro- 
paganda might use, why did he write this article? It is obvious 
to any reader of it that I am bound to reply, and, in justifying 
myself, to give evidence which may seem favourable to Ger- 
many. Why did he not leave my three paragraphs safely 
buried in Economica? 

And another question. Since Dr. Einzig holds these 
views about expediency, why does he not suppress his 1933 
book on The Economic Foundation of Fascism? It contains 
some statements which are open to question. Thus on page 60 
he says: “It took much longer for the working classes to 
realise that, to a very great extent, Signor Mussolini was their 
man. By the end of the tenth year of the Fascist regime 
they were, however, fully aware of this.” His article attacking 
me is entitled ‘‘Why Defend Nazi Trade Methods?” I did 
not “defend” them in any way; I stated what I believed to be 
facts. But Dr. Einzig does more than “defend” Fascism. 
“The system of Parliamentary democracy,” he tells us (p. 118), 
“has lost much of its popularity.” “We should allow the 
natural trend towards a planned economic system, substantially 
on Fascist lines, to take its course” (p. 123). “It is only in a 
Fascist State,” he says (p. 74), “that there can be reason to 
hope for the solving of the problem of prosperity.” 

His book is about Italy, and he carefully points out in the 
preface that he does not approve of National-Socialism in Ger- 
many. But was it expedient? Might it not be construed as 
an apologia for Nazi methods? On his own principles, should 
he not now suppress it or retract it, even if he thinks it is true? 
My own principles, I must make clear, are different. I believe 
in telling the truth, and I am glad that our Government is 
following this course at the present time. I believe in free- 
dom of discussion, and however much I may disagree with Dr. 
Einzig I would hate the world to be deprived by force of a 
single line from his prolific pen. I would not suppress even 
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that paragraph on page 49 which begins by praising “ the firm- 
ness with which the Italian Government has controlled the 
factors influencing public opinion,” and concludes by stating 
with approval that “ any economists who are dissatisfied have 


to grumble behind closed doors.” 


Dr. Einzig’s Rejoinder 


R. BENHAM’S claim that when in the winter of 1938-39 
PD he visited South-Eastern Europe he did not come across 
any complaints about German trading methods seems 
to me most remarkable. Over a period of years I had been in 
contact with South-Eastern European politicians, diplomatists, 
bankers and business men paying visits to London, and had 
kept up a regular correspondence with many of them. During 
1938-39 they all felt very strongly against Germany on account 
of the way she had tricked and victimised their countries in 
the commercial and financial sphere. The information I pub- 
lished on the subject in Bloodless Invasion was supplied to me 
first-hand by these people. It is true that I had not had the 
opportunity to visit South-Eastern Europe during that period 
while Dr. Benham investigated conditions on the spot. But 
he would not be the first British visitor in continental countries 
who, after a more or less hurried “conducted tour” among 
strange people whose language he does not speak and whose 
mentality he has no means of understanding, came away with 
the impression that what he does not know about them is not 
worth knowing. 

Dr. Benham’s account of the South-Eastern European atti- 
tude towards the German trade drive was contradicted also 
by the evidence collected in South-Eastern Europe by Professor 
Allan G. B. Fisher. The latter, on his return from a visit to 
Rumania, stated in the course of a lecture at Chatham House 
that his informants on the spot substantially confirmed my find- 
ings contained in Bloodless Invasion, even though, he added, 
some of them were reluctant to admit that they had been fooled 
at every turn by the Germans. 

Possibly by curious coincidence Dr. Benham’s informants 
happened to be officials anxious to cover their blunders in their 
dealings with Germany, the Rumanian, Yugoslav, etc., oppo- 
site numbers of certain people in Whitehall and Threadneedle 


Dk. EINZIG’S REJOINDER 181 


Street who refuse to admit to this very day that for years they 
had been hoodwinked by Dr. Schacht. It is also possible that 
his informants, whether officials or business men, were anxious 
to drive a hard bargain with Great Britain, and to that end they 
sought to convey the impression that they had received favour- 
able terms from Germany. My informants, most of whom I 
have known for many years, were, on the other hand, more 
frank about their feelings on the subject. Finally it is just 
possible that the way in which Dr. Benham formulated his 
questions contributed towards eliciting exactly the kind of 
answers he subconsciously wished to receive. 

Dr. Benham is entirely mistaken in suggesting that the 
basis for the complaints of Mr. Hudson and others was that 
German exporters were charging too low prices. Mr. Hudson’s 
protests were directed against the very methods I denounced 
in Bloodless Invasion, namely, that as a result of ingenious 
if unscrupulous jugglery with exchange clearing and other 
bilateral trading methods, the South-Eastern European coun- 
tries had to buy German goods in preference to British, even 
if the former were more expensive or of inferior quality. 

As for statistics, the use Dr. Benham made of the official 
material was distinctly tendentious. Obviously, he set out to 
build up a case in favour of his theory with the aid of figures 
which were too vague to justify the very emphatic conclusions 
he inferred from them. We are not told, for instance, to what 
relative extent the index of import prices was influenced by 
the prices of manufactures and of materials such as cotton, 
coffee, etc., imported from countries other than Germany. 

Above all, Dr. Benham chooses to ignore my reference to 
the deterioration of the quality of German goods during the 
period of feverish rearmament. His attitude in this respect, 
and indeed in respect of the whole question under discussion, 
is characterised by a remark he published in the Chatham 
House volume of South-Eastern Europe. “Such indices,” he 
said, referring to the index numbers of import prices, “ can- 
not make full (sic) allowance for the effects of changes of 
quality.” Now to any innocent reader this sentence conveys 
the impression that the indices in question do make allow- 
ance, to a considerable degree if not in full, for the deterioration 
of the quality of German goods. The truth is, as Dr. Benham 
well knows, that the indices in question do not make the 
slightest allowance for such deterioration. 

Dr. Benham made the astonishing statement in his reply 
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that the fact that German export prices were quoted in 
reichsmarks seemed to him completely irrelevant. Surely it 
is a matter of simple arithmetic that if German exporters quote 
in reichsmarks, then a devaluation of the leu makes no differ- 
ence to the amount they receive from Rumanian importers, 
while, if they quote in lei, then the reichsmark amount they 
receive will become reduced to the extent of the devaluation 
of the leu. In his article in Economica Dr. Benham tries to 
prove that the terms of trade were not changed in favour of 
Germany through the devaluation of the leu, “ for if she had to 
give fewer marks for her purchases (from Rumania) she 
obtained correspondingly fewer marks for her sales (to 
Rumania).” This statement would be correct if German 
exporters quoted their prices in lei, but since they quote their 
prices in reichsmarks the statement is hopelessly incorrect. 
Dr. Benham’s theory that the devaluation of the leu does not 
tend to change the terms of trade in favour of Germany stands 
or falls with the question of fact whether German exporters to 
Rumania quote in lei or in reichsmarks. Yet he does not contest 
my statement of fact, but says that it is ‘“ completely irrelevant” 
whether they quote in reichsmarks! 

Dr. Benham seeks to minimise the importance of the frozen 
clearing balances by saying that they seldom exceeded 10 per 
cent. of the annual value of the country’s total exports. 
Viewed from London the amounts involved may have been 
small, but they were very substantial from the point of view 
of impecunious South-Eastern European countries. Dr. 
Benham’s effort to discover a contradiction between my re- 
marks on this point in my two books, Bloodless Invasion 
and Hitler's New Order in Europe, seems to me unjusti- 
fied, for even in the latter book I stated that whenever the 
frozen balances reached excessive proportions the Govern- 
ments concerned took steps to prevent them from increasing 
further. Incidentally, their efforts to do so had been made 
more difficult by Dr. Benham’s essay in the Chatham House 
publication, which was widely quoted in South-Eastern Europe 
and was used extensively by those who stood to gain politi- 
cally or financially through an unlimited expansion of trade 
with Germany. 

Dr. Benham asks me why I did not leave his remarks safely 
buried in Economica, if I thought that those remarks were 
calculated to be of use to German propaganda. He does him- 
self and Economica less than justice by supposing that those 
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remarks would escape the attention of German propagandists. 
Nor is the expression of hope that his article may after all be 
overlooked a very impressive defence. The fact of the matter 
is that Economica is very widely read among teachers of 
economics throughout the English-speaking world, and a 
learned article such as that of Dr. Benham is apt to influence 
their views. It would be anything but helpful to the demo- 
cratic cause if a generation of students were brought up on 
the false idea that Germany was the public benefactor of 
South-Eastern Europe. Moreover, there is nothing to prevent 
Dr. Benham from restating his theory in other publications 
with large circulations. Possibly my criticism will make him 
realise the political implications of the matter. 

Dr. Benham seeks to strengthen his case by resorting to the 
time-honoured method of tu quoque. He had to go back as 
far as 1933 to quote against me views I then expressed in favour 
of Italian Fascism in my book, The Economic Foundations of 
Fascism. Considering, however, that in 1933 Anglo-Italian 
relations were of the friendliest, there was then no reason why 
I should not try to draw attention to some constructive aspects 
of the system as it was applied in Italy before 1933. I duly 
emphasised that there could be no question of a slovenly imita- 
tion of that system in Great Britain, and that the adoption 
of any of its constructive aspects would have to take into 
account British conditions and the British character. In fact, 
since the war some of the economic aspects of Fascism have 
actually been applied in this country to a considerable extent. 
Had they been adopted some years earlier the war would have 
found this country’s national defences and economic war 
potential in a much more satisfactory condition. Surely 
there is a slight difference between expressing views in favour 
of the Italian system in 1933 and expressing views in favour of 
the German system of 1939-41! 

To Dr. Benham’s question why I did not suppress my book 
of 1933, my answer is that I never thought the matter was 
worth bothering about, for in any case the sales of that obso- 
lete book have for years been quite negligible. Since, how- 
ever, he drew my attention to it—for which I am duly grateful 
—I have communicated with Messrs. Macmillan and Co., and 
they promptly agreed to stop the sales of that book. Will 
Dr. Benham follow the good example? Evidently, so far, he 
has shown himself utterly unrepentant. He sticks to his guns, 


even though he has shown himself aware that they fire at his 
E 
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own country and the cause of democracy. He is conscious that 
in his reply he is giving “ evidence which may be favourable 
to Germany,” and his defence is that he was bound to do so 
in order to justify himself in face of my criticisms. But does 
he really justify himself, or does he confirm my charge, that 
his pet theory is more important to him than the interests of 
his country engaged at war with Germany? His answer pro- 
vides further potential ammunition to German propaganda, 
and he shows himself fully aware of this fact. 

In conclusion, I should like to appeal to Dr. Benham to re- 
consider his attitude. He honestly believes that my facts and 
conclusions are wrong, as I honestly believe that his facts and 
conclusions are wrong. As he must know, economics is not an 
exact science, and economists have often found it necessary 
to admit that they had been wrong. Suppose, for the sake of 
argument, that one day I were to discover that, after all, I was 
wrong and he was right. Even then I would retain the satis- 
faction of having served a good cause by my denunciation of 
German methods. But suppose that one day he will come to 
the conclusion that it was I who was right and he who was 
wrong. Then he will realise that he was serving the worst 
cause imaginable and at the same time he was rendering a 
disservice to the cause of truth. I fully understand his scientific 
keenness on propagating the theory of his own discovery. But 
would it be too much to expect him to postpone doing so until 
happier post-war days? 

* * a 


In reply, Dr. Benham writes: 

I feel that this dispute is of very little importance. What 
really mattered in those years before the war was Germany's 
“ political penetration ” of these countries. Whether she tried 
to promote this aim by giving rather favourable terms of trade, 
as I think, or whether she wangled some cunning economic 
exploitation at the same time, as Dr. Einzig thinks, is surely 
quite a minor question. 

In, South-Eastern Europe I tried to do an honest job of 
reporting. I did come across complaints of German methods, 
and of the quality of some German goods, and I recorded them. 
But my broad conclusion was that, taking account of quality 
and delayed deliveries and so forth, on the whole Germany 
gave rather more favourable terms of trade than other coun- 
tries did. I admit that I may have been wrong. 
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I grant Dr. Einzig’s point about devaluation. If a Rumanian 
irader had agreed to pay so many marks for German goods, 
and then the leu were devalued, he would have to pay more 
lei than he had expected. (On the other hand, the lei value 
of the marks owed to Rumania would rise.) I still think I got 
over all such difficulties by taking all prices in lei and com- 
paring those paid and received by Germany (quality for 
quality) with those paid and received by Germany’s competi- 
tors in the Rumanian market; and similarly for other markets. 
But I leave this theoretical point to the judgment of readers. 

If I was wrong on the facts, however, the Secretary of the 
Department of Overseas Trade was still more in error. Mr. 
Hudson said, as reported in “ Hansard,” for November 30, 1938, 
“T am trying to explain that by these methods Germany is 
obtaining a stranglehold in that part of Europe, an uneconomic 
stranglehold at the expense of her own people, because it means 
raising the cost of living to her own people and, in fact, 
exporting goods at less than cost price.” (My italics.) I did 
not go as far as that. 

Dr. Einzig’s suppression of his book on Fascism is a gesture 
which calls for some response. But I could not suppress 
South-Eastern Europe even if I would. What I can do, and 
will do, is to refrain, unless attacked, from writing on this 
subject during the duration of the war. I hope this will be 
accepted by Dr. Einzig as a token of good will. 


* Bd *k 


Dr. Einzig’s final comment: 

Dr. Benham admits that the lei amount payable by Ru- 
manian importers from Germany increases as a result of a de- 
valuation of the leu in terms of reichsmarks, but he claims that 
the lei received by Rumanian exporters to Germany would 
also increase. This would be correct if Germany were to import 
from Rumania in terms of reichsmarks. The fact is, however, 
that while German manufacturers quote their prices in reichs- 
marks, German buying agents operating with full powers in 
Germany pay to Rumanian producers in terms of lei. 

I cannot agree with Dr. Benham that this whole dispute is of 
small importance. It is vital from our point of view to avoid pro- 
viding ammunition for the German New Order propaganda. 
This is the reason why I took up the matter and why I pressed 
my charge. Since, however, Dr. Benham has accepted my 
suggestion that he should refrain from writing on this subject 
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during the war, I am very glad to close this controversy with 
the expression of my appreciation of the spirit that inspired his 
decision. 


Correspondence 


A “Cowardly ” Budget ? 


To the Editor, THE BANKER 


Sir,—Why do you say that the fourth War Budget has been 
“universally applauded as enterprising, workmanlike, and 
sound”? Surely it might better be described as cowardly and 
unpatriotic. In effect the Chancellor says to eight citizens out 
of ten: “ Everything is going well; I do not want any more tax 
from you.” To the ninth he says: “I want a temporary loan of 
part of your income.” To the tenth he says: “I am going to 
confiscate up to 19-20ths of your income.” 

Most people have a larger money income, after allowing 
for all war taxes, than they had in 1938-39, some people very 
much larger incomes. Yet we have no tax on war profits 
(E.P.T. has nothing to do with war profits) and no tax on 
excess incomes. And now the married man begins to pay on 
£14, while the single man gets £109 free! The limit of total 
exemption ought to have been reduced to £70 p.a. for single 
persons. 

Yours faithfully, 


J. E. ALLEN. 


2, St. Peter’s-terrace, Cambridge. 


{In saying that the fourth War Budget has been universally 
applauded, we were merely stating a fact; our own more tem- 
perate comment was that the volte face in public opinion was 
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“not altogether unjustified.” While the Budget was certainly 
not ideal, we cannot agree that it was “ cowardly and unpatri- 
otic,” nor with the assertion that the increased taxes will affect 
only one citizen in five. Further, the idea of holding part 
of the additional taxation as a deferred credit is an excellent 
one, particularly appropriate for war finance; and there is every 
justification for severe taxation of the very large incomes. It 
is quite right, too, that E.P.T. should have nothing to do with 
war profits as such, since war spending stimulates business as 
a whole and inflationary finance also generates profits through- 
out the entire system. Finally, a tax on excess incomes would 
probably be quite impracticable. On the other hand, we agree 
with Mr. Allen that married persons, and particularly those 
with families, are being called upon for unduly large sacrifices. 
It is certainly a serious defect of the Budget that we have in 
effect the very opposite of the family allowances provided for 
in Mr. Keynes’s original scheme.—Ed., THE BANKER. ] 


Books 


“THE PurRE THEORY OF CapiTaL.” By Prof. F. A. Hayek. 
(Macmillan. Price 21s. net.) 


Though his diagrammatic methods demand no knowledge 
of mathematics, all but advanced students of economics should 
take due note that the theory of capital which Professor Hayek 
presents in this work is very pure theory indeed, and can only 
be properly appreciated if one already has a pretty good ground- 
ing in the subject. In this book there is none of the schematic 
simplification which helped to make “ Prices and Production” 
so stimulating a discovery to those who had assumed that the 
last word about capital had been said in the theory of “ derived 
demand,” while at the same time giving rise to so much mis- 
understanding among advanced students and even fellow- 
economists who had not through personal contact gained an 
insight into the Hayekian analysis in its more subtle formula- 
tion. On the contrary, this is a major contribution to economic 
thought, into which Professor Hayek has compressed the fruits 
of years of study to produce an up-to-date version of capital 
theory hased on the Austrian approach. Fundamentally, how- 
ever, his major thesis is completely unchanged: namely, that 
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the problems of capital formation (which embrace the trade 
cycle and most other major economic phonomena) can be 
studied only by considering the proportion in which the com- 
munity divides its real resources and its money income respec- 
tively between capital and consumption purposes. Though the 
introductory analysis is rather hard going at times, the final 
hundred pages, in which the author discusses its controversial 
implications, make excellent reading. An interesting feature 
is the greater emphasis now laid on the role of foresight in 
capital formation and the resulting conclusion that the usual 
concepts of savings and investment, the attempt to differentiate 
between “old” and “new” investment and “net” and “ main- 
tained” saving, must be entirely abandoned. Probably the 
section of widest general interest is that which contains a really 
terrific onslaught on Mr. Keynes’s fashionable liquidity theory. 
Since the desire for liquidity represents only one source of 
demand for money, it is argued, to treat liquidity preference as 
the sole determinant of the rate of interest is fallacious in pre- 
cisely the same way as the old idea that because gold has 
industrial uses these must ultimately determine its monetary 
value. The liquidity theory is “only superficially more plau- 
sible ” because all sorts of elements in the demand for money— 
above all the productivity of investment—have been lumped 
together. The alternative approach, which takes due account 
of the productivity of investment, is expressed in an ingenious 
diagram (p. 363), bringing out the principles on which a given 
money supply wiil be distributed between active and idle bal- 
ances. Professor Hayek is at no pains to disguise his view that 
Mr. Keynes’s concentration on “ short-run effects ”—i.e., mone- 
tary factors—represents a step backward in economic science, 
“not only a dangerous intellectual error but a betrayal of the 
main duty of the economist.” .. . “ It is not surprising that Mr. 
Keynes finds his views anticipated by the mercantilist writers 
and gifted amateurs; concern with the surface phenomena has 
always marked the first stage of the scientific approach to the 
subject.” Indeed, the dominant conclusion which emerges from 
the whole Hayekian analysis is that “the extent to which we 
can hope to shape events at will by monetary policy is much 
more restricted than is to-day widely believed.... In every 
situation there is only one policy which will not eventually 
reverse its short-term influences.” No doubt Professor Hayek’s 
arguments are not unanswerable; but it is certain that views 
based upon so profound an analysis deserve a better answer 
than any they have yet received W. M. D. 
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“ PRACTICAL INCOME Tax.” By C. W. CuIvers. (Pitman. Price 
4s. net.) 

“ INTRODUCTION To INCOME Tax.” By E. D. Fryer, A. L.A.A. 
(Pitman. Price 2s. 6d. net.) 

Pending the long-awaited Codification Bill, there will always 
be a place for practical books which provide a useful guide 
through the tangled jungle of our present income-tax law, and 
both these publications admirably meet this requirement. As 
in previous editions of Snelling’s Practical Income-tax—this is 
the sixteenth—Mr. Chivers avoids technical language as far as 
possible and devotes himself primarily to the problems of the 
ordinary taxpayer. A special chapter is devoted to N.D.C. 
Students approaching the subject for the first time should find 
in Mr. Fryer’s concise and lucid exposition an extremely help- 
ful introduction to the general principles of income-tax. The 
book adequately covers the syllabus for the advanced stages 
of the Royal Society of Arts and London Chamber of Commerce 
examinations and for the intermediate examinations of the 
various professional associations. 
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An invaluable reference book for 
bankers, brokers, business men, 


Paul Einzig 


journalists, and all concerned with 
International Finance and Affairs. 


HITLER’S NEW ORDER 
IN EUROPE 





** The argument throughout is power- 
ful and effective ; and Dr. Einzig has 
done valuable work in his statement 
of the economic case against Ger 
many. His financial analysis, too, is 
admirable.’’ Times Literary Supple- 


ment. 7/ 
ECONOMIC WARFARE 1939-40 
In his new book Dr. Einzig has 


brought completely up to date details 
of economic warfare in the course of 


STATESMAN’S 
YEAR - BOOK 
1941 


Edited by 


M. EPSTEIN, M.A., Ph.D., F.R.G.S. 1940. This is the outstanding book 


in this highly important field. 7 ‘6 


POCBUGTTEBVSTEVTSTUE TE TVET 


1,528 pages. With maps. 
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Appointments and Retirements 


British Bankers’ Association 

Mr. Colin F. Campbell, chairman of the National Provincial 
Bank, has been re-elected president; Mr. Edwin Fisher, chair- 
man of Barclays Bank, has been re-elected a vice-president, and 
Mr. J. W. Macfarlane (Bank of Scotland) and Mr. Percival 
Huffman (Dominion Bank) have been elected vice-presidents. 


Barclays Bank (D.C. & O.) 

Mr. F. E. Bettis has retired from the general management 
of the bank in South Africa and has joined the South African 
board. Mr. R. P. van der Merwe has been appointed a general 
manager. Mr. H. Entwistle has been appointed an assistant 
general manager. 


Lloyds Bank 


The retirement is announced of Mr. G. D. Gold, joint general 
manager, after 44 years’ service. Mr. Gold entered the bank in 
1897, becoming assistant chief inspector in 1924 and deputy 
manager of City Office in 1926, afterwards joint manager. He 
was appointed joint general manager in January, 1939. 

In the Advance Department, Head Office, Mr. W. Reeve, 
from Tunbridge Wells, has been appointed a controller. Mr. 
W. F. M. Hopkins, hitherto an Advance Department controller, 
has been appointed manager of Tunbridge Wells branch. 
In the Chief Inspector’s Department, Head Office, Mr. F. E. 
Tyler, inspector, has retired after 43 years’ service. 

Mr. J. H. Hendley, from Sidmouth, has been appointed 
manager of Colyton branch. 

At Nottingham branch, Mr. W. E. Roach, from the Inspection 
Staff, has been appointed sub-manager. 

At Palmerston Road branch, Southsea, Mr. C. Walker has 
retired, on account of ill-health, after 43 years’ service. 

Mr. K. E. Hornby, from Folkestone, has been appointed for 
special work under the general managers. 


Martins Bank 


Sir William Clare Lees, Bart., O.B.E., a member of the Man- 
chester Board, has been elected to a seat on the General Board 
of the bank. He is also a managing director of the Bleachers 
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Association, vice-president of the Council of the Federation 
of British Industries, chairman of the Manchester Board of the 
Phoenix Assurance Company, and a director of Lloyds Packing 
Warehouses and of the Manchester Ship Canal Company. Sir 
William is a prominent figure in the industrial and commercial 
life of Manchester and Lancashire. He has acted on important 
foreign trade delegations and was the head of the Textile Trade 
Mission to India in 1933. Sir William was Deputy Chief Execu- 
tive Officer of the War Department (Cotton Textiles) Section 
during 1914-18. 

At Head Office the following appointments have been made: 
Mr. H. G. Herbert, hitherto assistant staff manager, has been 
appointed staff manager of the bank in succession to Mr. W. E. 
Jopling, who has retired after 49 years’ service. Mr. 
R. W. G. Kilshaw, from Leeds District Office, has been appointed 
an assistant staff manager. 


National Bank of Scotland 


The death is announced with regret of Mr. A. Balfour Keddie, 
agent at Edinburgh Leith branch. Mr. James Taylor, agent at 
Edinburgh Blenheim-place branch, has been appointed his suc- 
cessor. Mr. W. I. L. Killey, accountant at Leith office with 
authority to sign “ pro agent,” has been appointed sub-agent at 
Edinburgh Leith branch. Mr. Alexander D. Fraser, assistant 
cashier at head oflice, has been appointed agent at Edinburgh 
Blenheim-place branch in succession to Mr. Taylor. Mr. 
Fraser’s authority to sign “pro general manager” has now 
lapsed. 

Mr. Andrew Combe, of the head office staff, has succeeded 
Mr. Fraser as assistant cashier. His authority to sign “ pro 
general manager” is continued, and he has also been em- 
powered to sign “ pro head office manager.” Mr. John H. C. 
McTurk, assistant accountant, has been authorised to sign “ pro 
general manager,” and Mr. John M. Drever, of the head office 
staff, has been invested with authority to sign “ pro head office 
manager.” : 

At St. Andrews branch, Mr. Alexander Gardner, accountant, 
has been authorised to sign “ pro agent.” 


Yorkshire Penny Bank 


Mr. Lewis Huth Walters, deputy-chairman of the Midland 
Bank, has been elected a director of the Yorkshire Penny Bank. 
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MERCANTILE BANK OF 


EXCEPTIONALLY 


INDIA 


LIQUID POSITION 


SIR CHARLES INNES’S STATEMENT 


The Annual General Meeting of The 
Mercantile Bank of India Limited was held 
on May 20, 1941. 


The following is an extract from the 
statement by the Chairman, Sir Charles A. 
Innes, K.C.S.L, C.LE., circulated with the 
report of directors and balance-sheet for the 
year ended December 31, 1940:— 


SATISFACTORY RESULTS 


I do not think that I need say much about 
the accounts. The balance-sheet is just what 
you would expect from an exchange bank 
at a time when international trade has been 
disorganised by war conditions. The chief 
point to notice is that our position is excep- 
tionally liquid. We have deliberately main- 
tained it so. It is an obvious precaution in 
times like the present, but naturally it 
affects the earning power of the bank. 

For the rest, deposits and investments are 
both larger, but advances have declined 
owing to poor trading conditions. Bills 
have increased, but the increase is due 
mainly to the fact that they are longer on 
the water. In spite of all difficulties, how- 
ever, and among these difficulties I must 
include a sharp rise in taxation not only in 
this country, but also in most other coun- 
tries where we do business, our profits have 
been well maintained. We have been able 
to pay our usual dividend and to make our 
usual allocations. These results, I think, 
are satisfactory, and we can again congratu- 
late Mr. Crichton. 


It would not be appropriate in present cir- 
cumstances to attempt any detailed survey 
of trade conditions in the countries where 
we have branches. Before the war trade 
with Germany and with the other countries 
on the Continent of Europe now occupied or 
dominated by Germany accounted for about 
one-sixth of India’s total overseas trade. 
This trade has now been cut off, and trade 
with other countries has been gravely ham- 
pered by lack of freight, and also by import 
and export control. 


POSITION OF JUTE 


I referred last year to the prosperity then 
enjoyed by the jute trade. Mills were work- 
ing to full capacity for 60 hours a week, 
and exports from India of manufactured 
goods were at a high level when the course 
of the war in northern Europe, and the col- 
lapse of France in particular, caused a 
falling-off in demand, which also was ad- 
versely affected by the scarcity of freight 


space. Mills faced the situation by cutting 
down production to the equivalent of 34 
hours weekly, and thereby have been able 
to keep stocks at reasonable levels. 


These developments, however, increased 
the difficulties of marketing an exceptionally 
large jute crop for which Government was 
anxious to secure an adequate return to the 
cultivators. It was ultimately agreed that 
mills should continue buying jute in quanti- 
ties and at prices that would ensure orderly 
marketing while they at the same time fixed 
prices for their manufactures that would 
encourage buyers to operate. As a result 
values of jute, both raw and manufactured, 
have been well maintained, and if Govern- 
ment’s efforts to control sowings of next 
season’s crop are successful the immediate 
future of the jute trade will depend largely 
on the amount of space available for over- 
seas shipments. The cotton mills are actively 
engaged. There is a large internal demand 
for cloth and military orders are substantial. 
Industries, too, which contribute to the war 
effort, notably the iron and steel industry, 
are very busy and are expanding rapidly. 

A higher rate of release, combined with 
favourable prices, has made the rubber and 
tin industries prosperous, at any rate for the 
time being, and this prosperity has been re- 
flected in Malaya. Ceylon, too, had a good 
year owing to the prosperity of the rubber 
industry and to stable conditions in the tea 
industry. 


THE SINO-JAPANESE CONFLICT 


The war in China thas dragged on through 
another year with little in the shape of suc- 
cess to the Japanese armed forces. Each 
month, however, has seen Japan obtain by 
political manoeuvres a tighter economic 
grip on the country. During the year con- 
trol of all major commodities forwarded to 
Shanghai from the interior has been en- 
forced. A system whereby permits have to 
be obtained before goods are purchased up- 
country and moved to Shanghai for export 
has resulted in more and more business 
going to Japanese firms, who have no diffi- 
culty in obtaining permits to the exclu- 
sion of European firms. Silk and eggs have 
been particularly affected, but the restric- 
tions are applied from time to time to most 
major commodities. Another threat to 
British trade in China is the recent opening 
of a new Central Reserve Bank of China 
under the control of the Nanking Govern- 
ment. In spite of everything, however, 
Shanghai itself enjoyed a fair measure of 
prosperity during the year. 
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NATIONAL BANK OF EGYPT 


FEATURES OF 


EFFECTS OF 


REDUCTION IN 


DIVIDEND 


ALY SHAMSY PASHA ON 


of the shareholders of the National 
Bank of Egypt was held at the Head 
Office of the Bank in Cairo on March 26. 
Aly Shamsy Pasha (the President) was in 
the chair. 


T’e forty-first ordinary general meeting 


DIRECTORS’ REPORT AND ACCOUNTS 


The directors present to the shareholders 
the balance-sheet and profit and loss 
account for the year ending December 31, 
1940. 

The gross profit for the year, after provid- 
ing for depreciation on the Bank’s buildings 
and furniture, for rebate of discount and for 


doubtful debts, amounts to 
£945,130 13 2 
After deducting from this sum: 
For Directors’ Fees....... £20,205 0 0 
For Current Expenses,... £513,041 18 11 £533,246 18 11 


there remains........... £411,883 14 3 
Inconformity with Article 49 

of the Bank’s Statutes a 

dividend of 4% is payable 


on the Share Capital...... £120,000 0 0 


After this distribution 
there remains............ 
Adding tothis the balance 
brought forward from last 


£291,883 14 3 


£223,736 15 11 


the amount availiable is. £515,620 10 2 
From this amount the Direc- 
tors recommend the pay- 
ment of an additional 
dividend of 10% on the 
Share Capital, 
absorb 


£300,000 0 0 


and to carry forward the 


balance of,...... £215,620 10 2 


The total dividend for the year will thus 
be at the rate of 14 per cent., equivalent to 
£1 8s. per share. An interim dividend of 
8s, having been paid on September 2, 1940, 
there remains to be distributed the balance 
of £1 per share, which will be paid subject 
to taxation under Laws No. 14 of 1939 and 
No. 26 of 1940. 


WAR 


VOLUME 


MAINTAINED 


A DIFFICULT YEAR 


CONDITIONS 


OF 


AT 14 


IMPORTS 


PER CENT. 


EGYPT’S SOUND FINANCES 


BALANCE SHEET, 31st DECEMBER, 1940 


" 


LIABILITIES 

Share Capital 
300,000 fully paid 
Shares of £10 each... 
Statutory Reserve Fund} 
Special Reserve......... | 
Current, Deposit and 
other Accounts....... | 
Egyptian Government. . 
Sudan Government..... 
Mixed Tribunals. ..... ro 
Public Debt Special 
Fetes ap OT Te | 


Cheques and Bills pay- 
ELS 
Rebate of Discount on 
Bills not yet due...... 
Dividends Unclaimed... 
Acceptances, &C........ 
Provision for payment of 
final dividend at the 
rate of 10% p.a........ 
Profit and Loss Account| 
PN csicccceasens 


ASSETS 
Government securities 
and securities guaran- 
teed by the Egyptian 
Government,......... 
Sundry securities....... 
Advances on Merchan- 
ee 
Advances on Securities. 
Advances otherwise 
 , 
Sundry other Advances. . 
Bills of Exchange....... 
Local Bills discounted. . 
Buildings, Furniture, &c 
Money at Call and at 
Short Notice ......... 
Bankers’ Accounts...... 








Clients’ Liability for! 
Acceptances, &c., as) 
DEP GOR 6 oseccsacss 

Cash: 

Notes: | 
L.E. 2,190,750 : 250) 


Gold and Silver coin, 
&c., 146,895 : 121,... 





M. A. FARGHALY, 
J. A. CRAWFORD, 
Directors. 


L.E. 


2,92 
1,46: 
1,46: 


’ 


5, 
2, 
2 


, 


388 


26,366,772 
447,902 
443,077 

1,588,809 


2,286,523 
4,025,954 


259,511 
2,364 


103,256 
1,885,886 


~N 


292,500 
210,229 


43,762,789 


L.E. 


| 25,545,640 


2,541,774 


3,738,944 
1,523,989 


1,251,561 
1,235,747 
1,332,706 
49,473 
199,322 
595,725 
1,524,371 


1,885,886 


2,337,645 
43,762,789 


MM. 


998 
003 


MM. 


288 
639 


192 
437 


103 
918 
935 
180 


961 


075 


371 





44,884,911 16 0 





3,000,000 0 0 
1,500,000 0 0 
1,500,000 0 0 
27,042,843 19 5 
459,387 5 10 
454,438 8 1 
1,629,548 8 6 
3 5 

3 8 


> 
" 
3 
© 
o 
wo 
—— 


266,165 11 11 


2,425 8 7 
105,903 13 10 
1,934,242 2 7 


300,000 
215,620 


£3T. r, d 


2,397,584 19 11 


003 \"44,004,911 16 0 
C. N. NIXON, 


Governor. 
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REPORT OF THE AUDITORS 


We have examined the books of the 
National Bank of Egypt and in our opinion 
the above balance-sheet is properly drawn 
up so as to exhibit a true and correct view 
of the state of the Bank’s affairs as shown 
by the books. We have also verified the 
cash, notes, and securities at the head office 
and at the Cairo and Alexandria branches 
and have found the same correct. The 
London returns have been audited and 
certified by Messrs. Deloitte, Plender, 
Griffiths and Co., Chartered Accountants. 


Cairo, February 24, 1941. 


J. C. SImpiey. 
R. R. BREwIs. 
Chartered Accountants. 


ISSUE DEPARTMENT 


L.E. MM. 
PY DD ctdaccccsncnadadndecnetaniond 39,500,000 000 
39,500,000 000 
L.E. MM. L.E. MM. 
CO inncsnccesucnoute 6,240,583 308 
*British Government 
Treasury Bills and 
Treasury Bonds....... 13,509,416 692 | 19,750,000 000 
SBOCURITIBS: 
aye Government 
-urities and Securi- 
ties Guaranteed by 
the Egyptian Govern- 
|, ESA Per 1,500,000 000 
British Government 
Treasury Bills and 
War Loan.......... 18,250,000 000 | 19,750,000 000 
39,500,000 000 


*By authority of the Egyptian Government these 
Treasury Bills and Treasury Bonds are deposited in 
Neu of gold. 


PROFIT AND LOSS ACCOUNT 


| L.E. MM. gsT. s. d. 
Dr. 
Directors’ Remunera- 











I a tee aaa 19,699 875 20,205 0 0 
Oarrent Expenses....... 500,215 896 513,041 18 11 
Interim Dividend at the 

rate of 4% p.a....... 117,000 000 120,000 0 0 
Provision for payment | 

of final dividend at 

the rate of 10% p.a... 292,500 000 300,000 0 0 
Balance carried forward 210,229 998 215,620 10 2 

1,139,645 769 | 1,168,867 9 1 

Cr. L.E. MM. gsT. s. d 
@ross Profit for the year 

ending 31st December, 

1940, after providing 

for depreciation on 

buildings and furni- 

ture, for rebate of dis- 

count, and for doubt- 

ees 921,502 394 945,130 13 2 
Balance brought forward 

from last year........ 218,143 375 223,736 15 11 


1,139,645 769 | 1,168,867 9 1 


PRESIDENT’S SPEECH 
It is fitting that I should refer at the out- 
set of my speech to the changes that have 
taken place in the bank’s administration 
during the past year. I am confident that I 
shall be interpreting the wishes of you all 


if I take this opportunity of testifying to the 
deep sense of loss which the National Bank 
of Egypt and indeed the country have suf- 
fered by the departure of Sir Edward Cook. 
Had he still been with us he would now have 
been about to deliver one of his eloquent 
discourses on various aspects of Egypt’s 
financial and economic life. The wealth of 
good direction and sound judgment with 
which his speeches were so richly stored 
provide only one example of how his aims 
were at all times dictated solely by his de- 
sire to serve the best interests of the 
country whose welfare he had so closely at 
heart. He steered the bank safely through 
the difficult years following the world eco- 
nomic depression of 1930-31, and the record 
of his governorship is an enviable one, cul- 
minating in the ratification by Parliament 
last summer of the renewal of the bank’s 
charter, when the seal was set on an 
achievement to which Sir Edward had whole- 
heartedly devoted his great energies and 
talents. 


MR. NIXON’S APPOINTMENT 


The conclusion of the agreement with the 
Government invests this meeting—the first 
to be held under its auspices—with a special 
distinction. The honour of having been 
elected by my colleagues as their chairman 
gives me the great privilege of presiding 
over this meeting of the bank’s shareholders, 
and it is my first duty and pleasure to refer 
to the appointment of Mr. Nixon as 
governor of the bank. 

Mr. Nixon joined us two years ago as 
sub-gevernor at Alexandria. He came to 
us with the reputation of being a highly 
qualified banker and an administrator of 
wide and varied experience. Since his 
arrival in Egypt we have had ample evi- 
dence of his marked ability and it was with 
complete confidence that your board elected 
him to the governorship. 


COLLABORATION WITH GOVERNMENT 


I do not need to remind you of the precise 
terms of our new relations with the Govern- 
ment which have as their main object that of 
enabling us to use the eminent position we 
hold in Egypt to the country’s best advan- 
tage. It is particularly in such times of 
crisis as the present that the many finan- 
cial problems confronting the Government 
and ourselves need to be solved in a spirit 
of collaboration and mutual trust, and even 
in the short time that has elapsed since the 
final steps for ratification were taken our 
experience has given us every reason to be- 
lieve that the agreement you approved 
nearly two years ago will be of lasting bene- 
fit both to Egypt and to the bank. We enter 
upon this era ‘in the bank’s history with 
feelings of genuine confidence. To those of 
our shareholders who had misgivings at the 
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time of the negotiations with Government I 
would offer the assurance that we are mind- 
ful of the great trust which has been handed 
on to us by our far-sighted predecessors, 
and it will be our proud privilege to uphold 
the sound principles for which the bank has 
always stood. 


CONTINUOUS ANXIETY 


The year through which we have passed 
since our last annual meeting has been one 
of continuous anxiety and difficult business 
conditions, The catastrophe which overtook 
France in the spring deprived Egypt of the 
last of her valuable Continental markets for 
cotton, and the diversion of seaborne trade 
from the Mediterranean, following Italy’s 
entry into the war, added further to the diffi- 
culties of exporting the 1939-40 crop. For- 
tunately trade in the early part of the sea- 
son had been active and exports exceeded 
those of the previous year. In consequence 
the proportion of the crop still to be mar- 
keted at the end of May was lower than 
usual and constituted less than a quarter of 
the season’s crop. 

This country had enjoyed comparative 
immunity from the effects of the war in the 
early stages of the struggle, but with the 
overthrow of friendly countries in Europe 
and the declaration of war by Italy, the 
situation changed completely and even our 
territory could no longer be regarded as 
secure from invasion. It is not surprising 
that in such conditions foreign trade suf- 
fered a setback and great apprehension was 
felt regarding the disposal of the cotton 
crop which had been sown under happier 
conditions. 


GRATITUDE TO BRITISH GOVERNMENT 


The Government at once realised that the 
country’s whole economic structure was 
faced with a grave misfortune and that a 
large number of agriculturists would be im- 
poverished unless special measures were 
taken; their successful endeavours, which re- 
sulted in the sale of the 1940-41 crop to the 
British Government, merit the warmest 
approbation of the whole country, and not 
least of the business community to which 
we belong. I think it would be ungracious 
were we not also to acknowledge our deep 
sense of gratitude to the British Govern- 
ment for their prompt and friendly action 
which saved the country from dire distress. 

The threat of an invasion had had a most 
depressing effect on business interests in the 
country and Stock Exchange values had 
sunk to a low level. The rapid rise which 
followed the defeat of the invader bears 
testimony to the relief felt in all quarters. 

I think it opportune also to give expres- 
sion here to our admiration for the glorious 
exploits of the British Imperial Army, which 


has repelled the invader from our soil and 
driven him so far back that he no longer 
causes us any anxiety. 


FOREIGN PURCHASES REDUCED 


In times of peace, exports of raw cotton 
provide most of the foreign exchange with 
which we are able to pay for imports from 
abroad and to meet other external pay- 
ments. As you are doubtless aware, the 
country’s foreign purchases have been much 
reduced in recent months, and expenditure 
abroad is lower in many other directions. 
The improvement in the internal money 
position is a natural consequence of these 
circumstances, and the large sums being 
disbursed by the British Armed Forces also 
add considerably to the general well-being 
of the country. 

The reduction in the volume of imports 
has been of direct benefit to our indigenous 
manufacturers, and several local industries 
have been given a golden opportunity to ex- 
pand under most favourable conditions 
owing to the absence of competition from 
old-established sources of supply. 

The system of exchange control instituted 
by the Government in the early days of the 
war has continued in force throughout the 
year, although certain modifications have 
been necessary to meet the changing condi- 
tions. Of these the most important was that 
relating to the repatriation of the value of 
exports. This was necessary in order to pre- 
vent the transfer of capital abroad through 
the medium of commodities. No one could 
deny the need for the retention of capital in 
the country at present, and holders of 
foreign currency assets acquired before the 
war have been more fortunate than residents 
in other countries in that they have not been 
called upon to surrender such holdings. 


GROWTH OF NOTE ISSUE 


There has been an increase of L.E.1i14 
million in the volume of our Notes in circu- 
lation during the year. The Noteissue stood at 
L.E.28 million at the beginning of the year and 
the normal seasonal downward trend was evi- 
dent until the end of March last. April and 
May were months of increasing tension lead- 
ing up to Italy’s declaration of war, and 
during those two months our Note issue 
went up by L.E.74 million, and, what is 
more significant, the increase was in the 
form of notes of the higher denominations 
which have not yet returned from circu- 
lation. 

Thereafter the downward trend was re- 
sumed until the usual seasonal increase in 
connexion with cotton crop finance set in at 
the beginning of September. A steady rise 
followed until the end of October when the 
peak figure of the year, namely L.E.40} 
million, was reached. The usual seasonal 





































contraction followed in the closing two 
nonths of the year and the downward trend 
has continued since 


CIRCUMSTANCES AFFECTING NOTE 
MOVEMENT 


I have traced the movement in some detail 
as there has recently been discussion on the 
ubject of monetary inflation. I have shown 
that the main deviation from the normal 
seasonal variation in the Note issue took 
place during the time of uncertainty imme- 
diately prior to Italy’s entry into the war, 
and it is reasonable to assume that this had 
little connexion with price movements, but 
due to apprehension on the part of that 
section of the population likely to be most 
closely affected by the extension of the war. 
Another circumstance influencing the 
amount of our Note issue is that there has 
unquestionably been a large increase in the 
money-carrying public in this country, not 
only in the form of personnel of the British 
Armed Forces, but also in the loca] popula- 
tion who now have to meet a greater pro- 
portion of their retail purchases in cash 
than was formerly the case. There is also 
a natural tendency in time of war for people 
to keep a cash reserve available for emer- 
gencies. 

There is thus considerable evidence to 
show that the increased Note circulation is 
jargely due to causes unconnected with the 
rise in prices of certain goods. In point of 
fact, the rise in prices is limited both in 
extent and as regards the goods affected. I 
ascribe the rise mainly to a scarcity of 
goods caused by war conditions accom- 
panied by an increase in the size of the 
buying public and in their buying power. 
It is interesting to note that the rise in 
the price of commodities produced in this 
country is quite modest, and that the price 
control measures instituted by the Govern- 
ment at the outbreak of war have continued 
to work well and to the benefit of the public 
at ljarge. 


NO SIGNIFICANT INFLATION 

The clearing house figures also afford 
evidence that there has been no significant 
degree of an inflationary rise in prices. 
During the year 1940 total bank clearings at 
Cairo and Alexandria amounted to 
L.E.11/1,000,000, compared with 
L.E.118,000,000 in 1939, and L.E.128,000,000 in 
1938, and there was a corresponding reduc- 
tion in the number of cheques handled. 

The decline in the clearing figures was 
more noticeable in Cairo than in Alexan- 
dria, and it seems evident that credit trans- 
actions in the retail trade have been fewer, 
and this lends support to the view that the 
proportion of business settled on a cash 
basis has increased and that more currency 
is therefore required. 
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HIGH FINANCIAL REPUTATION 
MAINTAINED 


Despite the many adverse factors, Egypt 
has been able to maintain her high reputa. 
tion for the soundness of her financial ad. 
ministration. The current year’s budget 
estimates provided for a_ deficit of 
L.E.2,000,000, and, in view of the fall ip 
Customs receipts, there was some concern 
at one time that this figure might be greatly 
exceeded. The satisfactory payment of land 
tax, including the settlement of considerable 
arrears, and praiseworthy economies in ex. 
penditure have, however, provided the 
means with which to meet the deficiency in 
Customs revenues. : 

The budget for the coming year has been 
balanced without recourse to the reserve 
fund, a notable achievement at a time when 
most countries have had to face heavy de- 
ficits. It has been achieved not by increas- 
ing the burden of taxation to any great ex- 
tent, but by reducing expenditure. 


TRADE IN THE SUDAN 


Trade conditions in the Sudan were 
favourable in the early months of the year, 
but Italy’s declaration of war and the subse- 
quent attempt to invade the Sudan from 
Eritrea caused some _ disturbance. Full 
Statistics are not available, but it is known 
that trade has suffered remarkably little and 
Government revenue has not been seriously 
affected. On the expenditure side the Sudan 
Government has had to be granted relief 
from some of the heavy cost of the greatly 
expanded local armed forces now operating 
from her territory, but this does not detract 
from the valuable contributions she has 
made to the British war effort. 

The latest forecast of the position at the 
end of the year is a revenue surplus of some 
L.E.30,000, which provides further testimony 
to the sound financial administration which 
the Sudan has long enjoyed. It is notable 
that the Budget estimates for 1941 provide 
for expenditure on an increased scale for 
development of the country’s forest produce 
and that the expansion programme for edu- 
cation has not been retarded to any extent 
by the war. 


CLIMATIC CONDITIONS 

Climatic conditions were somewhat un- 
favourable and the lack of rain caused a 
severe reduction in the harvest of dura, the 
country’s staple food crop, of which there 
has been an exportable surplus in recent 
years. The Nile flood was disappointing and 
riverain cultivation and rain grown cotton 
are likely to show a considerable reduction. 
Average crops are, however, expected from 
the Gezira and the Gash Delta, while the 
Tokar crop prospect is very favourable. 

Our own business in the Sudan has been 
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maintained at a satisfactory level and our 
pranches have continued to play an impor- 
tant part in the business life of the country. 


LARGE INCREASE IN BANK'S 
RESOURCES 

The circumstances to which I have re- 
ferred earlier have had their effect on our 
balance-sheet. The figures reveal a large 
increase in our resources, and our monthly 
published statements will have shown you 
that the inflow of funds occurred in the 
latter months of the year and will have left 
you in no doubt regarding the benefit accru- 
ing from the happy arrangement for the 
disposal of the cotton crop. 

In the early. part of the year, when cotton 
prices were higher than for several seasons, 
the demand for finance was in accord with 
the active trade conditions which then pre- 
vailed; in recent months, however, owing to 
the exceptional conditions under which the 
1940-41 cotton crop has been marketed, 
demand has been weak. It will be readily 
understood that, as the price at which cotton 
could be disposed of this season was fixed, 
all incentive to hold for a rise was lacking 
and in consequence the amount of finance 
required has been correspondingly small. As 
a result of the reduced demand and of the 
large imcrease in the bank’s funds our 
investments in gilt-edged securities are 
much larger than they were a year ago; in 
some respects we have reverted to the con- 
ditions of two or three years ago, when trade 
was dull and banking profits meagre. Our 
position, however, is one of great strength 
befitting the uncertain times in which we 
live ~and the heavy responsibilities which 
devolve upon the National Bank of Egypt 
in times of crisis. 
PUBLIC DEBT SERVICE 

You will have noted from the balance- 
sheet that the Government now maintains a 
special account with us in which funds are 
lodged to meet the service of the public 
debt. The international control over the 
debt service of the Guaranteed, Preference, 
nd Unified Loans through the Caisse de la 
Dette Publique, which had been in force 
since 1876, was abolished in August last by 
agreement amongst the interested parties, 
and the deposit of funds with us prior to 
interest dates is in accordance with that 
agreement. 

I am happy to inform you that the Govern- 
ment have decided to entrust the service of 
the Public Debt to the National Bank of 
Egypt and that arrangements are in train 
which will enable us to assume our duties at 
an early date. 


ALLOCATION OF PROFIT 


The report, which is before you, shows that 
the gross profits for the year 1940 were 
£945,130, representing an increase of £46,542 
over the previous year. After deducting 


general expenses amounting to £533,246 
there remains a net profit of £411,884, which, 
with a small draft of £8,116 on the carry 
forward, your board proposes should be dis- 
tributed by way of dividend at the same 
rate as a year ago—namely, 14 per cent. 
The increase of £14,310 in expenditure is 
almost entirely due to heavier income-tax 
payments owing to the enhanced rate levied 
during the year. 





CHANGES ON THE BOARD 


During the course of the year the board 
has lost by resignation one of its oldest 
members, Mr. Léon Suarés, who, like his 
father, a founder member of the board, has 
rendered devoted service to the bank, 

We are also about to lose the valuable 
counsel of Mr, J. T. Beaty-Pownall, who 
joined the board two years ago on relin- 
quishing the appointment of manager of 
our London office, which post he had held 
for 30 years. Under the provisions of 
our new statutes only two directors may re- 
side permanently out of Egypt, and Mr. 
Pownall, whose term of office expires at this 
meeting, is consequently no longer eligible 
for re-election. We have conveyed to him 
our great appreciation of his services to the 
bank. 

During the course of the year Mohamed 
Bahi ed Dine Barakat Pasha and Ragheb Bey 
Hanna have accepted our invitation to join 
the board, and their election requires your 
confirmation. Mohamed Bahi et Dine Bara- 
kat Pasha had previously been a member of 
our board, but resigned his seat on accept- 
ance of high office in the State, and we are 
very glad to welcome him back to our 
counsel. 

Ragheb [Bey Hanna is a well-known prac- 
tical agriculturist whose interest in agrarian 
problems makes him a valuable addition to 
the board. Five directors, Ahmed Ziwer 
Pasha, Sir John Davidson, Sir Victor Harari 
Pasha, Sir Frederick Rowlatt, and myself 
are due to retire by rotation, and we are all 
glad to offer ourselves for re-election. 


TRIBUTE TO STAFF 


I am sure that many of you will have been 
wondering how our London staff have fared 
under the indiscriminate bombing attacks of 
the past few months, The bank’s building 
has not actually been hit, but all the win- 
dows have been blown in twice, and at times 
the staff have had to carry on under very 
trying conditions, Happily we have had no 
casualties, and I trust this good fortune may 
continue, 

In a minor way our staff at Alexandria 
have also had a trying time in_ recent 
months owing to air raids. In conclusion I 
wish to record our keen appreciation of the 
work of the whole staff during the past year. 
Conditions have been extremely arduous 
owing to the loss of many highly trained 
officials and to the fact that we have filled 
practically all vacancies by young men 
without previous business experience. This 
has thrown a big strain on the rest of the 
staff, but they have responded loyally. 
Owing to their hard work and co-operation 
the efficiency of the bank’s service has not 
been affected, and it gives me _ great 
pleasure to express our thanks to all con- 
cerned. 
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Bank Buildings of Merit 
III.—Lloyds Bank 


By Professor C. H. Reilly 

OOKING over the back numbers of THE BANKER to select 

L which of Lloyds fairly recent banks should be resur- 
rected for this article, I have found more difficulty in 
making a selection than in the case of the National Provincial 
or Martins Bank, largely I think because of the lack of any 
distinguishing characteristics. Most of the buildings are in 
what might be called “Bank Georgian” architecture, that 
is, in the domestic Georgian of the first half of the 
18th century, fattened up to give it, one supposes, a more 
civic appearance, and that however small the building. This 
often leads to the exaggeration of individual features at the 
expense of the design as a whole. The curious thing is that 
during the last decade while “bank Georgian” was getting 
fatter, ‘““domestic Georgian,” as revived for private houses 
and blocks of flats, was getting thinner. It is strange that one 
should have this difficulty with Lloyds Bank, for it will be 
remembered that not only has this bank one of the finest 
headquarters buildings of any of the big banks, and with an 
interior approaching modern directness and simplicity, even if 
the exterior remains a little pompous, but that this was the 
bank which ten years ago stepped in when the Government 
failed to give any commissions to the returned British Prix 
de Rome men and gave them each a small branch to design. 
These designs produced one or two buildings of considerable 
interest, especially that by Mr. Hepworth in Southwark, that 
by Mr. Edwin Williams, now chief Town Planning Officer 
under the L.C.C. for London, at Orpington, and that at 
Caversham by Mr. H. Chalton Bradshaw, now Secretary to 
the Royal Fine Arts Commission and at the moment giving 
Lord Reith technical assistance. These are very small build- 
ings, but such as a man, however brilliant, might be glad to 
have as his first commission, but hardly buildings to be chosen 
to represent the bank’s best work amongst its hundreds of 
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branches. I mention them to show the interest this bank 
took, and I hope still takes, in good architecture. 

We will begin with the Romford branch, built about 1933 
by Mr. A. G. Johnson, of the bank’s own building department. 
In my description of it in the June number of THE BANKER in 
1934 I said: ‘“ This is an odd little building which sticks out 
into the street in front of its neighbours in a way which, for 
modern traffic, it should obviously not have been allowed to 
do. Having been permitted, however, the new building gains 
immensely in importance. Mr. Johnson was therefore very 
wise in giving the building two equally important and similar 
facades, one looking into the street in the ordinary way and 
one looking down it. The result is to give the building the 
appearance of an outpost, and the centre windows, with their 
balconies, enhance this idea. What is odd and strange is the 
setting of the group of columns to the ground floor, not on 
the ground or on separate pedestals, but on a continuous wall. 
The idea of a column at the base of a building is that it is 
part of a foundation carrying the superstructure, one as it were 
of a row of piles. This setting up of the columns on a little 
wall counteracts the idea entirely, and, I suggest, is not an 
improvement. For the rest, the building seems to justify its 
strange position very well. It looks strong and determined, 
and the rather heavy stonework of the main cornice and heads 
of the centre windows, which might offend in a street facade, 
do not do so, or not to the same extent, in this exposed 
situation.” 

I still agree with this criticism, but would now point out that 
the slight slope of the ground was probably the reason why 
the columns were stood on a small wall. Though it is, of course, 
necessary that columns should be of the same height and 
start and finish at the same level, they could have been 
stood on plain blocks of stone of slightly different heights to 
take up the slope of the pavement. If this had been done the 
building would have seemed to stand more squarely on its 
columns like a building standing on piles. Now it is rather 
perched up in the air, and the building has not in consequence 
the apparent strength it might have. Still, it is a good build- 





HONVUG GAYOHXWOU FHL 
uosuyog *D *w “4W) [229214247 


O7 


2 


MERIT 


Sy 
Oo 
| 


v 
Th 


SHIDNO NOW 


AISNVOV AS — 0 


ANK BUILDINC 





i 
Hurt 


Architect] 


ii! 


THE 


THE 


FARNHAM 


BRANCH 


en ee eee 
~~ 


BANKER 


> sano 
-—— 
one 


[Mr. Millwood Wilson 





BANK BUILDINGS OF MERIT 29 





WICH STREET) 
NOTVING Hint} 
| CATE 4 | 


[Mr. Edward Maufe, A.R.A. 
sida THE NOTTING HILL GATE BRANCH 








210 THE BANKER 


ing, quieter and stronger than the average bank and making 
good use of its strange position. A further point to be noticed 
is the strength of the corners, where the architect has left 
plenty of plain brickwork. This helps very much in its exposed 
position. 

Keeping to the banking pseudo-Georgian tradition, I have 
chosen as a further good example of Lloyds branches that at 
Farnham, by Mr. Millwood Wilson, built there in 1932. Of this 
I said in 1934: “This is a delightful little building with a distinct 
Christ’s Hospital flavour very suited to the early Georgian 
streets at Farnham. The proportions are very good and there 
is a blending between the bank’s storey and the one above all 
too rare in these bank buildings. No doubt the large articu- 
lated pediment which holds the whole design together has 
something to do with this pleasing sense of unity, but it is also 
due to the fact that the architect has not felt it necessary to 
clothe the whole of the ground storey in stone in order to make 
it bank-like.” To this I can only add that I still think so, though 
to-day perhaps I feel a little more than I did then that it is 
also a good example of fancy dress in architecture. The great 
number of small panes in the sash windows seem more doll’s 
house-like than it did nine years ago before we were so 
accustomed to great sheets of glass in private houses as well 
as in shops. Unimpeded light and air were clearly less sought 
after then. These small panes are even smaller and more toy- 
like in their proportion than those used when Wren was alive. 
I am writing in such a house with windows of about the same 
size and shape, but they are three panes wide against four in 
this bank and four in height against six—that is, twelve panes 
in all against twenty-four. It will be realised at once what a 
difference this makes. 

My next example is a branch by an architect who has since 
become famous for his church designs and more still for the 
new Cathedral at Guildford. In 1930 Edward Maufe, now an 
‘A.R.A., was a comparatively unknown man, yet it is clear at 
once that his Notting Hill Gate branch is the work of an original 
artist. There is no copying of period work here. We shall not 
have to consider whether the window panes are too large or 
too small for their adopted period, but whether they are right 
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for the building, and I think it will be agreed that they are. 
Here, however, the architect had a different problem. His 
building had not to house a manager over the bank. It was to 
be all bank, and consequently the banking hall could have the 
fine big circular window it has got and be the main feature of 
the design, well set off in a field of plain brickwork. This upper 
part of the building takes up the face of the surrounding build- 
ings, but as they were allowed to project shop fronts further 
forward, Mr. Maufe had to take advantage of this privilege for 
his bank or have its entrance overshadowed by its neighbours. 
It will be seen how well he has got over this difficulty by pro- 
jecting the whole lower storey and making it a strong stone 
plinth or basement for the upper, into which he has inserted 
massive-looking doors almost as if they were the doors of a 
great safe. 

The last example I am resurrecting for its merit is another 
neo-Georgian one, but carried out with such verve that one 
feels it has a life of its own and is anything but a pale ghost 
wandering back from another century. It is the Wisbech 
branch by Messrs. F. B. Ward and H. M. Cautley, built about 
1932. Of this I said at the time: “It is a great effort. The door- 
way is no doubt overloaded with ladies and fruit, but it makes 
an excellent centrepiece focusing the whole design. The broad 
pilasters, the entablature, the plinth with its grooves, are all 
in character with it and in scale. The building is not exactly 
in the current taste and some people may say it is vulgar. 
Let it be remembered that Wren and Vanburgh were both 
in their time called vulgar, and so have most people been 
who had something vigorous to say.” I still agree with this 
verdict, and think the building, though less in the current mode 
than ever, a good building of its baroque kind and in these days 
of steel and glass and the leanness that these materials are 
bound to lead to if truthfully used, it is very valuable to have 
now and then by way of contrast a solid stone and brick build- 
ing bravely modelled as is this one. I hope in the new steel 
and ferro-concrete age ahead of us we shall always have a 
few such solid happy brick and stone erections enjoying the 
curves and freedom that their materials permit, and, indeed. 
almost enjoin. 
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